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PREFACE 


WE WISH to record our appreciation of the work of members of the 
Commission’s staff, particularly Mr. R. Larocque, Mrs. Hazel McNeil, 
Miss Nancy Grant, and Mrs. F. Barresi, in abstracting the data relating to 
secondary industries from the over-all manufacturing figures published by 
the Dominion Bureau of Statistics. We are also greatly indebted to members 
of the Bureau and notably to Mr. H. McLeod and Mr. A. Cohen, for their 
kindness and co-operation in meeting our many requests for special series 
and unpublished information about secondary manufacturing industries. In 
this study we have not attempted to reproduce the vast array of statistical 
data on manufacturing industry generally which is published by the Industry 
and Merchandising Division of the Bureau. Among the reports and bulletins 
put out by that Division the reader will probably find the annual General 
Review of Manufacturing Indusiries of Canada most useful in supplementing 
the statistical material contained in this study. 


It is perhaps unnecessary to state that this survey of secondary manu- 
facturing owes much to the help of a great many people with a more detailed 
knowledge than we possess of individual secondary industries and of the 
broad economic problems affecting them. We found particularly useful the 
industry studies carried out by individuals and organizations for the Com- 
mission as well as staff studies on related issues. A list of these studies is 
contained in Appendix A and references are made to them from time to 
lime in this study. ; 


The first group comprises seven studies of particular secondary industries 
prepared for the Commission and for which we had some general respon- 
sibility. In selecting industries for detailed study of this kind, limitations of 
time and resources prevented the inclusion of more than a sample of our 
numerous secondary industries, and the selection was made on the basis of 
some industry characteristic of special interest. The electrical equipment and 
electronics industries, for example, were studied because of their dynamic 
growth record and prospects; the primary textile and industrial machinery 
industries because of their special problems; the automotive industry because 
of its importance in the economy and its highly developed techniques of 
mass production; the agricultural implements industry because it serves the 
whole North American market; and the primary iron and steel industry 
because of the very central part it plays in our modern industrial economy. 
However, just as important as their special characteristics was the fact that 
each of the industries chosen for study faces conditions more or less common 
to all secondary manufacturing in Canada. In this respect they may be re- 
garded as typical of secondary manufacturing in this country, and analysis 
of their individual positions yields a valuable picture of the problems and 
prospects of the whole secondary industry sector. 


Finally, we have drawn freely on briefs submitted to the Commission 
and on the testimony of many witnesses at the Commission’s hearings. Much 
useful information was also gathered from private conversations with busi- 
nessmen, industry economists, and others with a special knowledge of manu- 
facturing industry in Canada. We must emphasize, however, that we accept 
full responsibility for the analysis and the conclusions of the study. 
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Part I 


INTRODUCTION, SUMMARY OF GROWTH AND 
STATISTICAL BACKGROUND 


INTRODUCTION 


THIS SURVEY of Canadian secondary manufacturing industry has three 
broad aims. First, it attempts to examine the present position and past 
growth of secondary industry and to show how this is related to the expan- 
sion and changing character of the Canadian economy as a whole. Secondly, 
it sets out to describe and analyze a number of the important factors which 
influence the costs of secondary industry and consequently its ability to com- 
pete with imported goods. Finally, it looks to the prospects for the future, 
to the prospective total demand for the products of secondary industry, and 
to the share of this market that is likely to be obtained by Canadian firms. 


Secondary manufacturing industry, as defined by us, does not of course 
cover the whole range of industrial activity included under the Bureau’s 
broad and more commonly-used category of “manufacturing”. Excluded 
from this study are those primary manufacturing operations which involve 
either relatively minor processing of domestic resources, i.e. in which the 
value added by manufacture is relatively low, or those highly capital-inten- 
sive and often extremely complex industries which produce industrial ma- 
terials from our basic natural resources for sale mainly in export markets. 
Flour milling, cheese factories and saw and planing mills are examples of 
the first type, while pulp and paper production (excluding finished paper 
goods) and smelting and refining are examples of the second. 


In contrast, the secondary manufacturing industries with which this study 
is concerned are characterized by a rather higher degree of processing and 
by a much greater dependence on the domestic market. They tend to be loca- 
ted close to the centre of that market, while the primary industries are 
usually found at or near the resource on which they are based. Secondary 
industries in 1953 comprised about three-quarters of the output and a slightly 
higher proportion of employment in manufacturing as defined by the Do- 
minion Bureau of Statistics. Employing over one million Canadians and 
accounting for more than one-fifth of national output, secondary manufac- 
turing industries generally produce end products rather than industrial 
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materials. They draw on both foreign and domestic suppliers for raw ma- 
terials and components and tend to be more labour-intensive than the basic 
resource industries. Examples of secondary manufacturing are textiles, cloth- 
ing, transportation equipment and electrical apparatus and supplies. It should 
be emphasized that the distinction between primary and secondary manu- 
facturing relates to the degree and stage of processing, to the market orienta- 
tion of sales, and to the source and character of raw materials used, and 
does not imply that one type of manufacturing is necessarily more desirable, 
more efficient or more advanced technologically than the other. 


This division of manufacturing into two categories naturally involved 
a few difficult problems of classification which could only be resolved in the 
last analysis by arbitrarily allocating the industry concerned to one or other 
of the two groups. Thus food canning and meat packing, two industries 
which produce final consumer products for the domestic market, are classi- 
fied as primary manufacturing because they involve relatively minor process- 
ing and draw almost exclusively on Canadian agricultural resources. Primary 
iron and steel production, which is primary in the sense that its finished 
products are the raw materials of other industries, is regarded as secondary 
manufacturing because it involves considerable processing, is not specifically 
based on Canadian natural resources, and was built up to serve the domestic 
market. Perhaps the most difficult industry to classify was petroleum prod- 
ucts, which is to a considerable and growing extent based on Canadian oil 
and in which the value added to the raw material is comparatively small. 
However, the industry is also essentially dependent on domestic markets; 
its plants tend to be located near its main sales outlets; its most important 
product, gasoline, is a consumer good; and it draws much of its oil from 
countries other than Canada. It is, therefore, considered a secondary indus- 
try. Appendix B sets out a full list of the industries classified as manufactur- 
ing by the Dominion Bureau of Statistics and indicates whether they have 
been placed in the primary or secondary category for purposes of this study. 


Despite its obvious shortcomings, this division has proven to be fully 
justified because it enabled separate study to be given to both primary and 
secondary manufacturing industry and their differing characteristics and 
problems. On the one hand, the primary industries, the prospects of which 
are treated in other studies prepared for the Commission, start out with re- 
source, technical and other competitive advantages and generally have easy 
access to world markets; with few exceptions they have little or no tariff 
protection and their prosperity depends primarily on the strength of interna- 
tional demand for their products. On the other hand, the secondary manu- 
facturing industries generally have no pronounced natural cost advantages 
and frequently are at a positive disadvantage relative to their main competi- 
tors; their main sales outlet is the comparatively small and scattered, al- 
though rapidly growing, domestic market in which they are confronted with 
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considerable import competition. Secondary industry, therefore, merits 


separate study in order to put its present and future role in the economy in 
proper perspective. 


Although the individual studies of secondary industry prepared for the 
Commission to which we have referred in the preface cover only a portion 
of secondary manufacturing activity, it was nevertheless possible to close 
many of the gaps from the various alternative sources of information which 
were available to us. Yet it obviously was not practical or possible for a staff 
study of this kind to attempt to produce either a comprehensive analysis of 
every secondary industry or a market forecast for each product manufactured 
in Canada, and we have not tried to make this survey a substitute for more 
detailed industry and product studies by Canadian businessmen, economists 
and scholars. In fact, surprisingly little work has been done in this field in 
Canada in the past and there appears to be considerable scope for profitable 
and valuable research along these lines in the future. In the circumstances 
our approach throughout will be to try to establish broad general conclusions 
which apply to secondary manufacturing as a whole rather than to present 
a mass of detailed information on an industry by industry basis. We have 
accordingly confined ourselves to outlining the main factors which affect the 
competitive position of Canada’s main secondary industries and to giving 
some broad estimates of their prospects, both individually and as a group. 
It should be noted that the industries in the secondary manufacturing group 
operate under extremely varied conditions and range from comparatively 
simple assembling and processing to complex and highly integrated mass- 
production operations. While therefore generalizations can seldom be made 
about secondary industry as a whole without appropriate qualifications, an 
underlying pattern of similarity can nevertheless be clearly discerned. It is 
on this pattern that we focus our attention, in the hope that we may make 
some contribution to a better understanding of this important sector of the 
Canadian economy. 


We must, of course, emphasize that this is a descriptive and analytical 
study in which our role is not to make policy recommendations. Indeed for 
forecasting purposes we assume no net change in policies affecting the 
secondary industry sector. Nevertheless the question of how much secondary 
industry is desirable in this country and whether government policies should 
be used to alter its rate of growth is a subject of considerable controversy. 
We show in later chapters that a significant portion of Canadian secondary 
industry is relatively high-cost and requires some tariff protection to main- 
tain its present level of output. This protection normally has costs for the 
economy and affects the real incomes and standard of living of Canadians. 
In times of full employment the additional resources drawn into domestic 
manufacturing can generally only be obtained from alternative occupations 
whose real productivity is higher. However, to the extent that secondary in- 
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dustry provides the only alternative employment for low-productivity labour 
that would otherwise be immobilized in marginal occupations, this conclu- 
sion would not apply. Because the question of the desirability of secondary 
industry cannot be answered with certainty or fairness by considering only 
immediate economic costs we believe it necessary at this point to review a 
few of the other and less directly economic arguments involved. This is done 
in succeeding paragraphs but no attempt is made to go into detail or to draw 
any conclusions, in view of the fact that these matters are more appropriately 
dealt with in other publications of the Commission. 


It should be noted that as a practical matter most people would not at 
the present time be willing to undergo the adjustments and dislocations in- 
volved in any serious change in policies which attempted to alter the funda- 
mental nature of the Canadian economy. The basic framework of Canadian 
industrial development is set largely by trends in world demand and by our 
resources and geography; in these circumstances government policies can 
only affect the structure of the economy to a comparatively modest degree 
without becoming entirely unacceptable to the great majority of Canadians. 
The choice is, therefore, not between black and white, an enormously ex- 
panded secondary industry or none, but instead between rather more or 
rather less. Over the long run, of course, gradual changes in one direction 
or the other should not be entirely ruled out as a practical possibility. 


The most commonly heard reason for inducing more secondary industry 
is that it is better able to provide jobs per unit of output than most other 
types of activity and hence enables us to sustain a larger population. How- 
ever that may be, it is quite clear that the job-creating argument can only 
be considered when the long-run outlook is for chronic labour surplus; it 
makes little sense to attempt to create additional jobs if labour shortages 
and inflationary pressures are expected. In any event there is sharp disagree- 
ment among economists about the validity of the job-creating and popula- 
tion-sustaining argument. Some argue that as a consequence of inducing 
high-cost industries, total output, incomes and standards of living would fall 
appreciably relative to the United States and would consequently tend to 
stimulate emigration to that country. Others hold that the impact on stan- 
dards of living would not be great and point out that there is already a con- 
siderable gap between incomes in the two countries, apparently without 
affecting our recent growth. These economists tend to doubt that fiscal and 
monetary policy alone will maintain full employment in a growing economy, 
while the other group counter this argument by pointing to the record of 
growth in the postwar period. 


One of the arguments used by those in favour of stimulating secondary 
industry is that an economy which is too dependent on primary industries is 
not amenable to full employment policies because its prosperity rises and falls 
with foreign demand. This is essentially the same as the contention that the 
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primary industries are more volatile and more exposed to fluctuations in 
foreign economic activity than secondary industry which, although higher- 
cost, offers better balance in the long run against depressions emanating from 
outside Canada. No definite conclusion on this issue is possible although 
three main facts emerge from a study of the past: first, that United States 
economic fluctuations usually originate in, and most significantly affect, the 
capital goods and consumer durables industries of the secondary manu- 
facturing sector; second, that in Canada, secondary industry as a whole has 
been as hard hit as other sectors of the economy in depressions; and thirdly, 
that the behaviour of individual secondary industries has varied widely. It 
should be emphasized first that increased understanding of economic forces 
makes the recurrence of a major depression less likely. But even if one 
should occur there is no clear indication of what the relative severity of 
fluctuations in different sectors of the economy might be in the future, in view 
of the fact that no serious attempts were made by governments in the past to 
adopt full employment policies in periods of depression. It is a matter of 
dispute in these altered circumstances whether an expanded secondary in- 
dustry could be insulated from external and internal disturbances, and if so, 
whether the benefits would be important enough to outweigh the cost. 


Too great a dependence on primary manufacturing and the resource in- 
dustries is also seen by some people as objectionable on the grounds that 
minerals, if not power and forest resources, are of necessity wasting assets 
which will be exhausted at some time in the future. Nevertheless it appears 
that new metal and oil discoveries are closely related to current production— 
the incentive to develop new reserves increases as output rises and new 
markets are found. However, we are not competent to assess the prospects of 
discovering adequate mineral reserves in the future. 


There is, in addition, a strong feeling that secondary manufacturing is 
desirable in itself, a question which we do not attempt to assess. This ques- 
tion is, however, in part linked to the more concrete argument that Canadians 
want to live in cities and that urban growth is associated with secondary 
manufacturing. There is no gain-saying the validity of this argument as the 
expansion of Hamilton, Windsor, Oshawa and other centres attests. Yet the 
Commission’s study on housing and social capital draws attention to the 
fact that urbanization antedates the factory by many centuries, while in 
Canada the rise of the large metropolitan areas of Montreal, Toronto, Win- 
nipeg, Edmonton, Calgary and Vancouver has also been associated with 
great surges of primary and resource industry growth. In this connection that 
study says, “The fact would seem to be that under conditions of modern 
technology even the hewing of wood and drawing of water is increasingly a 
matter for townsmen; or rather that the active hewers and drawers, who 
themselves more often live in towns, increasingly tend to be outnumbered 
by urban echelons to the rear—the administrators, financiers, suppliers, 
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shippers and providers of ancillary and personal services”. We point out in 
the following chapter that secondary industry growth has also achieved its 
greatest peaks when the economy as a whole has been growing most rapidly. 
Rather than linking the growth of cities exclusively to the expansion of one 
sector then, it seems more accurate to say that urbanization is tied to the 
expansion of the economy as a whole, an expansion in which secondary 
industry plays a very important part. 


It is also reasoned that an artificially increased secondary industry will 
be needed to maintain Canada’s independent existence and that an expansion 
of trade in its east-west mold is necessary to cement the country’s national 
unity. Many people hold that Canadian national consciousness will be 
weakened unless north-south trade is reduced. Others hold the contrary 
view that close trade, personal and travel ties make Canadians more aware 
of their own unique characteristics and culture. It is generally agreed that 
east-west trade provides many economic links between the centre and the 
extremities of this country, despite the feeling in some regions that its costs 
are out of proportion to its benefits. But how much of this trade is necessary 
to preserve national unity is a question that we cannot pretend to answer. 


Defence requirements and strategic considerations provide another non- 
economic argument for expanding secondary industry. The need to make the 
fullest use of the defence budget by purchasing from the cheapest supplier 
is sometimes in conflict with the need to have an assured source of supply. 
The importance of supply considerations will in turn be affected by the extent 
to which our defence production is integrated with that of other countries, 
by the arrangements made for mutual supply in time of emergency, and by 
the type of war foreseen. If thermo-nuclear weapons are used in any general 
war in the future it will probably be necessary to fight with the forces and 
equipment available at the outbreak of hostilities. This would indicate that 
the forces in being must be kept supplied with the most up-to-date equipment 
possible in peacetime, in contrast to earlier experience when the object was 
to have a standby industrial defence base which could be expanded after 
the outbreak of hostilities. What the effect of this change may be on the 
importance of domestic sources of supply will depend in large measure on 
mutual supply arrangements made with the United States. 


A further argument for stimulating secondary industry is the contention 
that, although additional secondary industry might have substantial economic 
costs in the short run, it would pay for itself in the long run through external 
economies such as the creation of a cadre of entrepreneurs, administrators 
and technicians. Such policies may well act as a catalyst to economic growth 
in underveloped countries like the Canada of 75 years ago, but there is con- 
siderable division of opinion on the need for such policies in an economy as 
advanced as that of Canada today. Insofar as there is scope for improving the 
technical training of certain scattered low productivity groups in the economy 
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or of labour displaced by the march of economic progress, many people 
would favour the direct remedy of an increase in vocational assistance rather 
than the creation of secondary industry. 


Finally, it is frequently suggested that secondary industry requires special 
stimulation because the economy is not flexible enough to find alternative 
occupations for those resources unable to adapt to growth and changing 
circumstances. Those who hold the contrary view believe that the economy 
is on the whole fairly pliable and allocates resources in the most effective 
way in response to the dictates of the market and to the judgments of busi- 
nessmen and individuals. They do, however, make the extremely important 
proviso that full employment policies be adhered to by governments. They 
point to the smooth postwar reconversion, the extensive migration of people 
within Canada to the faster-growing high-income regions, and the substantial 
movements out of marginal agriculture, fishing, and coal-mining. Those on 
the other side tend to take a less optimistic view about the rigidities of the 
economy; they stress the fact that movements out of the marginal activities 
have been comparatively slow and far from complete, and emphasize the 
monetary and social factors which make for immobility and impede the free 
flow of the factors of production. As with all arguments, there is a substantial 
element of truth on both sides; it is not unrealistic to believe that the 
economy is on the whole fairly flexible while at the same time admitting there 
are regions in which some special action may be necessary to deal with 
rigidities. 

Our experience during the last 15 to 20 years tends to support this com- 
posite view. Our rate of growth in population and output has considerably 
outdistanced that of the United States, yet there would be few who would 
not admit that some industries and the areas dependent upon them have not 
fully shared in this growth and have encountered more or less intractable 
problems. It is not likely to be otherwise in a dynamic economy. The very 
nature of growth is that it is uneven, introducing new products, evolving new 
processes, and bringing about increases in real wages. The over-all effect of 
this kind of growth is to bring about a relative or absolute decline in some 
industries. The price of progress must apparently be paid in the sloughing off 
of some industries and segments of industries, for as explained in succeeding 
chapters, all are not equally able to compete for scarce resources of man- 
power and capital. To say that national progress and prosperity cannot be 
judged from the fortunes or point of view of a particular industry, whether 
in manufacturing or other sectors, is not however to deny that problems exist 
for those who find themselves unable to adapt to changing circumstances. 


Although we have reviewed some of the arguments for further stimula- 
ting the present rate of growth of secondary industry, we have not attempted 
to draw any conclusions about their validity or relative importance. Nor have 
we attempted to establish whether alternative policies would be more appro- 
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priate than an increase in secondary manufacturing. The question of what 
price should be paid for any non-economic benefits desired has also been 
left unanswered. Indeed, it would be presumptuous on our part to try to 
weigh all those intangibles; rather, it has been our aim to draw attention to 
their existence in order that the economic data presented in succeeding chap- 
ters may be viewed in a somewhat broader perspective. 


THE BACKGROUND OF GROWTH 


IN THIS brief glance at the past it is, of course, impossible to present a 
detailed historical analysis of Canada’s secondary industry and of the indivi- 
dual industries of which it is comprised. Our task has not been made any 
easier by the fact that comparatively few studies have been made of Canada’s 
economic history, particularly as it relates to secondary manufacturing. The 
aim of this chapter is, therefore, limited to sketching the main forces which 
have influenced the growth/of domestic manufacturing with special emphasis 
on the period since_1939/ We leave the principle factors affecting its com- 
petitive position for analysis in succeeding chapters. In looking back briefly 
at the early developments of secondary industry in this country it is neces- 
sary for the most part to think in terms of manufacturing as a whole, both 
because the statistical data for the period are uncertain and because the 
difference between primary and secondary production is blurred by the more 
elementary processing and assembling operations of those days. Such statis- 
tical data as are available for the different periods since Confederation will 
be found in the statistical appendix at the end of this study. 


At the time of Confederation Canada had a scattered population of some 
3% million people with a Gross National Product that has been estimated by 
Dr. O. J. Firestone at less than $200 per capita in terms of 1935-39 dollars. 
Most of the country’s trade was based on the products of the farmer, fisher- 
man and lumberjack in which occupations over 50% of the population was 
employed. Manufacturing was on the whole a local occupation of a semi- 
handicraft nature employing very little capital and producing such basic 
consumer goods as woollens, boots and shoes and alcoholic beverages, pro- 
cessing raw materials such as tobacco, flour, and lumber, or making certain 
capital goods in which Canadians had acquired special skills as, for example, 
shipbuilding and agricultural implements. Technology, machinery and labour 
skills were generally imported but because of low wages and cheap materials 
many manufacturers were able to sell in the United States market, especially 
in the inflationary Civil War period. The less efficient were sheltered by the 
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isolation and self-sufficiency that resulted from lack of transportation and 
communication facilities. Benefiting from the incidental protection of the 
Galt-Cayley tariff, manufacturing by 1871 employed about one-eighth of 
the labour force. 


It was only in the succeeding period from 1871 to 1896 that the second 
industrial revolution of steel and railroads, its advance influence already be- 
ing felt, had its full impact on Canadian manufacturing. More advanced 
technology, corporate organization, and low-cost transport (freight rates fell 
by nearly 50%) combined to foster a unified market and a factory-based sys- 
tem of specialized mass production to serve it. This period may be said to 
embody in many ways the main features which continue to characterize 
North American progress down to the present day: expanding output based 
on technological advances, strong competition, and a continually increasing 
use of machinery and mass production techniques to reduce dependence on 
expensive labour. Dr. Firestone estimates that the constant dollar value of 
fixed capital per person working in manufacturing almost tripled from 1870 
to 1900 while net value of production rose more than 312 times to $360 
million. Employment increased from 140,000 to 310,000 and significant 
gains were made in real output per man. This progress appears hard to re- 
concile with what has been recorded by many as a period of depression and 
lagging economic activity. Some of this apparent gain may be due to the fact 
that later census coverage was more complete than earlier compilations, but 
there does not appear to be any reason to believe that statistical inadequacy 
completely distorts the picture given here. Real Gross National Product per 
capita is estimated to have risen by some 75% between 1870 and 1900, and 
population grew by one-third. Export prices were below their 1873 level in 
only six years between 1873 and 1896! and their value increased by more 
than 40% in this period. It appears that sharply falling domestic prices, tra- 
ders’ inventory losses and the painful readjustments which accompanied the 
introduction of new production methods have sometimes over-shadowed the 
very real gains made by the economy and by manufacturing prior to 1900. 


Canada’s progress was slow, however, compared to that of the United 
States, in part because of the lag in the development of Canadian entre- 
preneurial and management skills. In this period the United States, endowed 
with the markets, the people and the skills necessary for the successful 
adaptation of the new industrial techniques, became the world’s leading 
manufacturer and achieved gains in real output and productivity since un- 
equalled. On the one hand this led to more attractive opportunities and 
incomes in the United States and induced an estimated 112 million people 
to emigrate from Canada, while on the other it led to a sharp increase in the 
competitive power of American producers in the Canadian market as the 
prices of manufactures fell faster than those of many of Canada’s unmanu- 
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factured exports. While the real incomes of Canadians generally benefited 
from this gain in the terms of trade, domestic manufacturers, because of the 
imposition of fairly high United States tariffs at this time, had no real mass 
market in which to sell in order to keep unit costs down. The American tariff 
may not greatly have affected the growth of United States manufacturing for 
which the natural growth of the domestic market made economic and tech- 
nical conditions favourable. However, it clearly impaired the cost position, 
and consequently the competitive ability, of Canadian producers in both 
domestic and foreign markets. Together with the Canadian tariff, this factor 
has led to the existence of a relatively diversified Canadian secondary in- 
dustry largely confined to the small domestic market. 


The national policy tariff developed in Canada after 1879, while by no 
means as striking a contrast with the policy of the earlier period as is some- 
times believed, caused the ratio of duty collected on dutiable imports to rise 
from 21.4% in 1878 to 31.0% in 1896. This decision to increase protection 
to domestic producers in spite of the higher costs entailed, doubtless was 
responsible to some extent for permitting the new manufacturing techniques 
to establish and expand in the face of strong foreign competition and limited 
domestic markets, although it is not clear how much of the increased tariff 
represented higher protection and how much represented increased revenues 
on non-competing imports such as sugar, tea, and coffee. However, it is inter- 
esting to note that the existence of the new tariff was widely credited for the 
pick-up of economic activity from 1879 to 1883 and just as widely blamed 
for the slow-down from 1884 to 1887 and for the failure to secure conces- 
sions which would permit access to the American market. Nevertheless the 
basic structure of the tariff was set in this period: the multiplicity of rates 
applying to different countries, the end-use items, the drawbacks for home 
consumption or export, and the concessions for goods or materials of a kind 
not available in Canada. The aim, of course, was to achieve a workable com- 
promise which minimized the direct impact of the tariff on those export and 
agricultural interests which had to meet world prices, and at the same time 
maximized protection to domestic producers. It should also be noted that one 
_ of the incidental effects of the higher tariff was to stimulate the growth of 
United States branch plants in Canada. Nevertheless it would be wrong to 
claim that the bulk of Canadian manufacturing by the end of the last century 
was made up of anything more than comparatively simple processing. Only 
14,000 of the 76,000 establishments employed five hands or more, and 
despite bounties and protection such activities as steel making had made little 
progress. However, between 1870 and 1900 food processing industries 
doubled in size, the wood using industries more than doubled, textiles nearly 
tripled, and the annual production of farm implements reached well over 
$8 million. A beginning was also made on such new industries as pulp and 
paper, railway rolling stock and chemicals. . 
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The boom of 1896 to 1913 was a period of solid prosperity combined 
with rising prices. The revival of world economic activity created a strong 
demand for food stuffs and raw materials which led to the settlement of the 
Canadian west, the wheat boom, and an age of railway building. A relatively 
less important but still significant stimulus was given to the economy by 
the development of the new resource industries such as hydro-electric power, 
metal mining and forest products. Exports rose in value from $110 million 
in 1896 to $432 million in the year ended March 31, 1914, or in volume 
terms by 200%. The derived rise in incomes stimulated natural population 
growth and immigration, and the population grew by over 2 million 
people. Real national output is estimated to have increased by some 75% in 
the decade ending in 1910 and total new capital investment undertaken in 
the period as a whole is estimated at $4.5 to $5 billion. These expansionary 
forces created the conditions for a solid growth of manufacturing despite 
modest reductions in tariff protection (the ratio of duty collected on dutiable 
imports fell from 31% to 26%) and the gross value of manufacturing produc- 
tion nearly tripled from 1900 to 1910 while employment rose by half to 
515,000. In real terms the gain in manufacturing output was over 90%, or 
greater than for the economy as a whole. 


Rising incomes and population led to an expanded net value of produc- 
tion for the consumer goods industries such as textiles, tobacco and boots 
and shoes. As was to be expected, those industries processing goods for the 
expanding export market did somewhat better, for example flour milling, 
pulp and paper, non-ferrous metal smelting, liquor and heavy chemicals. 
More significant for secondary industry was the fact that the growth of the 
domestic market and the large volume of investment generated by the rail- 
way and export boom created favourable conditions for the very rapid de- 
velopment of the capital goods industries. Production of steel rose from 
30,000 tons in 1896 to nearly 1.2 million tons in 1913, while railway rolling 
stock expanded its net value of production five times and electrical apparatus 
and supplies increased its output sevenfold (the amount of installed hydro- 
power grew from 175,000 h.p. in 1900 to nearly 2 million h.p. in 1914). The 
further development of specialized production and distribution processes and 
the growth of capital requirements was accompanied by the merger and com- 
bination of many smaller firms into large corporate units. It was also ac- 
companied by large inflows of capital, and by the establishment of over 200 
branch plants of United States manufacturing enterprises. Despite the many 
new manufacturing activities and skills acquired by Canada prior to 1914 
and despite the illusions of self-sufficiency to which prosperity and growth 
contributed, most luxury consumer goods and many machinery and equip- 
ment items continued to be imported. However, this period does serve to 
underline the importance of a growing domestic market in fostering the de- 
velopment of new secondary industries and in improving the competitive 
position of established firms. More economic production runs were permitted, 
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new management and technical skills were acquired, and capital was accumu- 
lated, all of which built up a firmer base for future expansion. 


Although Canada had avoided the recessions of 1904 and 1911, manu- 
facturing activity turned downward and unemployment rose after 1913 as 
the investment boom showed signs of ending; steel production, for example, 
fell nearly one-third to 829,000 tons. However, the outbreak of war, the 
cutting off of traditional import sources of capital goods and the high cost 
of overseas shipping combined to protect manufacturing from foreign com- 
petition and to boost employment after 1915, particularly in the iron and 
steel industries. High prices for non-ferrous metals stimulated mining and 
refining, pulp and paper exports rose and flour milling increased in impor- 
tance as food exports to overseas countries trebled. More than $1.5 billion 
of war materials was produced from 1915 to 1918, mostly in the form of 
shells and explosives, although some ships and aircraft were manufactured 
as well. However, the stimulus which the war gave to the Canadian economy 
and to manufacturing has been somewhat exaggerated. Employment in man- 
ufacturing rose by one-third from the poor employment year of 1915 to the 
peak year of 1917, but the gain measured from 1910 was only 174%2%. Sim- 
ilarly, the gross value of production nearly trebled from $1.2 billion in 1910 
to $3.2 billion in 1918 but when adjustment is made for the sharp price 
inflation, the real increase becomes a more modest 30% (20% if measured 
from 1913). Nevertheless this was greater than an estimated increase of only 
10% of real national product so that manufacturing did increase its impor- 
tance to the economy during the war. A large part of the expansion in physi- 
cal output was made possible by the existence of unused capacity, 
particularly in the primary iron and steel industry where production rose 
from 829,000 tons to 1,874,000 tons between 1915 and 1918, while capa- 
city expanded by only 400,000 tons. Likewise, the technical, management 
and other skills acquired were probably fairly modest in view of the com- 
paratively simple nature of shell making. In summary, some manufacturing 
industries like iron and steel, explosives and pulp and paper did expand 
output substantially in the First World War but the gains in manufacturing 
as a whole were not as significant. 


Following the sharp but short postwar recession in 1920-21, the Cana- 
dian economy moved steadily ahead until 1929. Strong world demand for 
foodstuffs, paper products and minerals caused exports to rise 50% in value 
and to double in volume from 1921; in turn this led to high and sustained 
levels of investment, over one-third of which was centred in the primary 
and resource industries like hydro-electric power, pulp and paper and non- 
ferrous metal smelting, all of which more than doubled their real output in 
this period. Carried upward by these forces, real national output between 
1921 and 1929 is estimated to have risen by 75% (50% from the peak year of 
1920), while real income per capita rose by more than one-third. Despite a 
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slight decline in tariff protection, these high levels of employment and income 
led to an even faster rise in the output of manufacturing in physical terms, 
nearly 100% from 1921 and 75% from 1920. Employment rose by one-half 
between 1921 and 1929, about the same as for the whole economy, although 
measured from 1920 the gain was only 10%. Much of the increase took place 
in the secondary sector where by 1929 some three-quarters of the manufac- 
turing labour force was employed. 


It should be noted here that there are two ways of measuring employ- 
ment in secondary manufacturing. The first is derived from over-all labour 
force data which measure employment in the economy as a whole and in its 
broad sectors. The other is taken from the census of industry series which is 
based on somewhat different measurement techniques and coverage and 
which is the only series available for the years prior to 1926. Each series is 
extremely useful for different purposes, the former for comparison between 
sectors, the latter for industry comparisons within secondary manufacturing 
itself. As shown in Table 7 there is a discrepancy between the two series 
which in some years amounted to over 15%. In 1929, the census series shows 
employment in secondary industry at around 500,000 while the labour force 
data show the total as some 591,000. However, in recent years the differen- 
tial between the two series has narrowed to about 5%. Where total employ- 
ment figures for the secondary industry sector are given in this study they 
refer to labour force data unless otherwise specified. 


Similarly, several measures of output are available, including value of 
production, indices of industrial production and Gross Domestic Product, 
the latter a concept which is employed throughout the Commission’s work. 
In order to achieve consistency with other studies, to obtain the best measure 
of net output, and to avoid distortions due to price changes, we have used 
this last measure where possible. Gross Domestic Product is essentially the — 
same as Gross National Product at factor cost in that it excludes indirect 
taxes minus subsidies. It differs from the latter, however, in that an adjust- 
ment is made to exclude incomes received from non-residents and to include 
incomes paid to non-residents. Those interested in the method of construction 
of Gross Domestic Product indicators and in their technical limitations are 
referred to the Commission’s study Output, Labour and Capital in the Can- 
adian Economy. It is enough to note here, however, that Gross Domestic 
Product measures net output produced in Canada, and includes wages and 
salary income, profits, and returns to other factors of production as well as 
depreciation allowances for capital consumed. Tables measuring Gross 
Domestic Product by sector and by industry will be found in the statistical 
appendix; in cases where this measure is not available we have used other 
concepts—in the earlier period deflated value of production and in later 
years indices of industrial production. 
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A number of secondary industries made rapid progress in the decade of 
the *20’s, particularly those producing consumer durables, electrical ma- 
chinery and capital equipment. Thus production of motor vehicles rose from 
94,000 to more than 262,000, electrical equipment more than doubled its 
output and industrial machinery production rose by nearly three-quarters. 
Due to American industrial leadership in these fields, there was a sharp up- 
swing in the number of branch plants established in Canada in this period. 
At the same time, consumer products such as textiles, clothing and processed 
foods moved ahead at a rate not far different from the economy as a whole, 
the exception being alcoholic beverages, sales of which, doubtless stimulated 
by United States prohibition, more than trebled. However, output in the 
primary iron and steel industry exceeded the 1920 level of 1.2 million tons 
only in 1928 and 1929 and even the 1.5 million tons produced in the latter 
year fell far short of the record output in 1918. The main reason seems to 
have been the inability or unwillingness of the steel companies to shift their 
output from such basic products as steel rails to the newer types of steel 
required by the automobile, other consumer durables, and construction 
industries. — 


The progress of secondary industry, like all other sectors of the economy, 
suffered a very sharp setback in the great depression of the ’30’s. The world- 
wide disruption of trade and employment caused Canadian exports to fall 
by one-half in value and by one-quarter in volume; fixed investment dropped 
by about 80% in real terms and national output was about 30% lower. Em- 
ployment data for this period are far from satisfactory, especially because 
there was considerable concealed unemployment, particularly in the agri- 
cultural sector. The Commission’s estimates indicate that total employment 
fell by about 12%; however if the farm sector is excluded the decline amounts 
to some 15%, to which must be added some allowance for under-employ- 
ment in other non-agricultural sectors. This drastic fall in Canadian in- 
comes and employment naturally affected the main domestic markets of 
secondary manufacturing, particularly those of the capital goods and con- 
sumer durables industries. It appears that real output in this sector fell by 
over one-third, while net investment also declined relatively sharply and 
employment fell by 25% or 150,000 persons. Secondary industry output, 
investment, and employment were more severely affected than the economy 
as a whole although the percentage falls in primary manufacturing employ- 
ment and construction output were considerably larger. It should also be 
noted that prices and incomes in the export and farm sectors generally fell 
more sharply than those in secondary manufacturing. The Rowell-Sirois 
Commission estimated that the price of tariff-protected commodities fell by 
14% compared to a decline of one-half in farm prices and 40% in export 
prices, the latter, of course, being to some extent influenced by farm prices. 
In short, adjustments in domestic manufacturing generally took the form of 
sharp declines in output and employment as contrasted to the marked falls 
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in prices and wages which constituted the main form of adjustment in some 
of the other commodity producing industries. 


Those individual secondary industries providing consumer soft goods, 
such as clothing, boots and shoes, food and tobacco, purchases of which are 
not easily deferrable, suffered declines in output of 15% to 20%, compared to 
much sharper falls in the more volatile capital goods, luxury or consumer 
durables industries. Steel and automobile production fell to less than 20% 
of capacity in 1932, production of agricultural implements and industrial 
machinery fell by two-thirds and output of electrical apparatus and supplies 
by over half, with decreases in value being in all cases very much greater. 
Tariff levels were sharply raised in this period and administrative restrictions 
and arbitrary valuations were used to raise real protection to very high 
levels, particularly in the case of textiles, clothing, automobiles and electrical 
apparatus. For example, on woven cotton fabrics the ad valorem rate appli- 
cable to United States imports was raised from 2212% to about 45%, while 
on some farm implements duties increased from 712% to 25%; in the case of 
primary textiles this added protection, the availability of ample labour sup- 
plies, and a surprisingly well-sustained home demand enabled physical pro- 
duction to surpass its 1929 level by 1933, after a fall of 15% to 1932. 
Production of agricultural implements remained extremely low in view of 
the severe depression in farming which resulted in a weak domestic and 
export market for these goods. Added protection for secondary industry 
diverted an increased share of the existing Canadian market to the domestic 
producer, reducing unemployment somewhat at the expense of the foreigner, 
but the fall in the total market nevertheless overwhelmed any rise in the 
Canadian share in most cases. 


Although population continued to grow, the economy recovered only 
slowly and it was 1939 before real national output surpassed its 1929 peak; 
in physical terms, fixed investment was still well below pre-depression levels 
but exports and consumer expenditures were slightly above. In effect, a 
whole decade of potential growth had been wasted. Secondary manufac- 
turing production recovered at about the same pace as the economy, al- 
though its share of employment decreased somewhat due to its above average 
rate of productivity increase. Mainly as a result of reciprocal trade agree- 
ments with the United States in 1935 and 1938, over-all tariff protection by 
1939 had declined to approximately the same levels as a decade earlier 
although the treatment of individual industries varied widely. Nonetheless 
the increase in protection and in margins of imperial preference which took 
place in the early 1930’s was the main factor in encouraging the establish- 
ment of more foreign-owned branch plants during the period; cutting the 
other way were increases in United States tariffs which reduced the incen- 
tive to process primary products in Canada. 
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Consumer soft goods industries showed the greatest general improve- 
ment in the secondary sector from 1933 to 1939; for example, output of 
miscellaneous foods and bakery products increased by 15%, clothing by 
nearly 20% and boots and shoes by 12%. In contrast, reflecting the failure of 
investment to recover, and the prolonged period of low incomes, most of the 
capital goods and consumer durable industries, while above their depression 
lows, had not equalled 1929 output by 1939; shipbuilding was down by 
nearly one-quarter, industrial machinery by more than one-third and motor 
vehicles and parts by 15%. However, chemicals and petroleum products both 
increased their physical output by nearly one-third in the decade as tech- 
nological change and growth in relative demand combined to give them a 
sharply increased market. Primary textile output also increased by about 
one-third, of which 10% stemmed from increased consumption and the 
balance from an increased share of the market served by domestic mills. As 
noted above, this record high share apparently was mainly due to very high 
ad valorem and administrative protection against imports. Despite these ex- 
ceptions, there was still substantial unused capacity in secondary manu- 
facturing and in the economy as a whole when war broke out in 1939. 


The all-pervading demands of modern war caused the Canadian econo- 
my to undergo a dynamic surge of growth which reached its peak in 1944. 
Gross Domestic Product rose by two-thirds, employment (including armed 
forces) expanded by more than a quarter, and unemployment disappeared. 
In secondary manufacturing, however, growth was even more impressive; 
physical production increased by 160% to account for more than a quarter of 
national output and employment nearly doubled, amounting to about a 
quarter of the total civilian labour force. This extremely rapid expansion 
was brought about primarily by the need to produce munitions and highly 
complex war supplies for the use of ourselves and our allies. This stimulus 
was strengthened by the fact that cost and competitive considerations were 
of secondary importance in wartime. Indeed, there was frequently no alterna- 
tive source of supply. Additional factors contributing to the increase in 
secondary industry production were the demands of a full employment 
economy (despite the existence of comprehensive governmental controls) 
and the special incentives to industrial expansion offered by various govern- 
ment measures. 


On the supply side, this growth of output of secondary manufacturing 
was partially made possible (perhaps to the extent of one-third) by the 
existence of the unemployment and unused capacity noted above; further 
industry examples of this underemployment were steel, agricultural imple- 
ments, and automobiles, which in 1939 operated respectively at about 70%, 
50% and 55% of capacity. Also, some of the wartime growth may have been 
illusory; the statistics tended to inflate the expansion in real output due 
to the difficulty of valuing munitions on a basis comparable to civilian pro- 
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duction. Similarly, the growth of secondary industry, as contrasted to other 
sectors, may have been overstated by the rather arbitrary classification of 
most war production as secondary manufacturing. Nevertheless the major 
part of wartime increases in this sector represented real growth which in- 
volved significant additions to the stock of plant and equipment? and to the 
less tangible but nevertheless equally valuable factors of management, 
labour, and engineering and technical skills. Perhaps most important, it 
contributed to a substantial strengthening of Canadian business confidence. 


From 1939-45 Canadian secondary industry produced nearly $10 billion 
of munitions and war equipment, including one billion pounds of explosives, ~ 
nearly 900,000 military vehicles, 4,000 naval ships and 400 ocean-going 
merchant vessels, 16,000 aircraft, and over 16 million tons of steel. New 
industries were created, new products were manufactured, and new and 
more integrated production processes were used; examples of these trends 
towards increased diversity and complexity were the production of synthetic 
rubber, nylon filament yarn, roller bearings, antibiotics, high-octane gasoline 
and aircraft. The industries producing military hard goods naturally showed 
the greatest expansion, more than tripling their output from 1939-44. Out- 
put of transportation equipment rose nearly seven times due principally to 
a 3500% increase in aircraft production and a 2000% increase in the long- 
dormant shipbuilding and repairing industry; peak employment in the two 
industries reached 80,000 and 75,000 respectively. The iron and steel group 
of industries expanded to 3!2 times their prewar size, with steel production 
rising from 1.5 to 3 million tons, and the electrical industry tripled, with 
electronic production rising nearly ten times. Mainly reflecting the increased 
output of ammunition and explosives, secondary chemicals grew to nearly 
four times its 1939 size. The industries normally producing consumer soft 
goods also expanded to meet the needs of our armed forces and allies as 
well as to serve the increased demands of the civilian population. However, 
growth in these industries was considerably slower than in the durables sector. 


The build-up of war production brought the economy and secondary 
industry to their peaks of growth in mid-1944. It was, however, only in early 
1945 that the whole economy began to swing back towards peacetime pro- 
duction. This period of immediate reconversion was over by 1946, although 
all of the economic adjustments made necessary by the war cannot be said to 
have worked themselves out until some years later. But between 1944 and 
1946 the economy had to adjust to a fall (in 1935-39 dollars) of $2.5 billion 
in government expenditures and of $500 million in exports due to the 
sudden drop in Canadian and allied requirements for military goods and 
other wartime necessities; these declines were partly offset by a fall in im- 
ports. That the change occurred swiftly and smoothly was due primarily to 


“Wartime investment in secondary manufacturing was financed to a considerable extent by the federal 
government’s defence expenditures. Consequently, a part of the increase in the physical assets of this 
sector was not reflected in published investment data for this period. 
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a 25% rise in consumer expenditures; this war-deferred demand was stimu- 
lated by the public’s accumulation of liquid assets and by grants and loans 
to returning veterans. Investment, postponed by many years of depression 
and war, also increased as did government-financed overseas exports of 
non-defence goods. On the supply side, many war-workers retired from the 
labour force so that unemployment averaged less than 3% in 1946; numerous 
veterans took advantage of government aid to attend universities; and much 
wartime production was easily converted to civilian purposes. In the event, 
Gross National Product fell by only 7% in constant dollars and the total per 
working person, including the armed forces, showed practically no change. 


Secondary industry, in which most war production had been concen- 
trated, felt the burden of reconversion more severely than the economy 
generally. From 1944 to 1946 output in this sector fell from $4 billion to 
$2.8 billion, or 30%, its share of total output declined from 24.5% to 20.8%, 
and its employment fell from 1.1 million to 950,000, or about 14%. Some of 
the apparent fall was doubtless due to the statistical illusion referred to 
above and to the abandonment of extra production shifts, but the problem 
of reconversion was nevertheless a large one. However, more than half 
the plants devoted to war production were found to be fairly easily con- 
vertible to civilian use (textile factories producing cloth for military uniforms, 
automobile producers turning out military vehicles, etc.). A further 40% of 
establishments were convertible after fairly extensive adaptation and only a 
comparatively few plants, mainly temporary explosive factories in remote 
locations, had to be entirely abandoned. Not included in these totals are the 
large segments of secondary manufacturing in which wartime and civilian 
production did not differ markedly (tobacco, beer, many types of primary 
steel, etc.) and which cannot be said to have had any reconversion problem. 
In general, secondary manufacturing had improved its financial position as 
a result of capacity operations during the war years. The physical assets of 
many industries such as primary iron and steel had been enhanced by 
essential wartime investment on which generous write-offs had been allowed 
and by the acquisition of government-owned plants at depreciated prices. 
Together with high levels of consumer demand and business confidence, 
these factors contributed to the easing of the transition process. In fact, 
therefore, the immense task of reconversion in the secondary industry sector 
was accomplished comparatively quickly and relatively painlessly. 


Individual secondary industries were naturally affected very differently 
by this process. The industries producing non-durable consumer goods, 
particularly those in which output had been restricted during the war, 
usually found the change-over easiest and civilian demand relatively greatest. 
Thus from 1944 to 1946 output of the secondary food industries, tobacco, 
textiles and clothing showed little change although the latter two were 
slightly below their 1942 peaks; however, distilled liquors and beer in- 
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creased by 50% and 30% respectively. Printing and publishing and secondary 
paper products, also of low priority in the war years, increased by approxi- 
mately one-quarter. Secondary chemicals production, however, was less 
than half its 1944 level because a fall of nearly 95% in the production of 
explosives and ammunition more than offset increases in consumer chemi- 
cals such as medicinal preparations, soaps and paints. The secondary in- 
dustries producing durable goods found the physical problems of recon- 
verting to peacetime production more difficult and civilian markets for a 
number of their products small in relation to their war-expanded capacity. 
For example, output of steel ingots fell from 3 million to 2.3 million tons in 
this period, other iron and steel and non-ferrous metal products by one-third, 
the motor vehicle industry by nearly half, aircraft and shipbuilding pro- 
duction by 85% and 75% respectively, electrical apparatus and supplies by 
one-fifth, and electronics by nearly three-quarters. The furniture and building 
products industries were the principal exceptions, increasing their output 
moderately. However, both had expanded by comparatively small amounts 
during the war and found it easy to gear their production to increased con- 
sumer and investment demand. 


The impact of adjustment on secondary manufacturing, particularly the 
durables industries, can also be judged by the fact that production of the 
latter group of industries and of the whole sector did not surpass their 1944 
peaks until 1956. Much the same pattern was followed in the United 
States where secondary manufacturing did not equal 1944 production levels 
until 1953 and did not out-distance them until late 1955. The reasons for 
this are obvious. First, as noted above, the statistics of wartime output in 
both countries appear to be considerably over-inflated. Second, wartime 
markets for a few products such as aircraft, ships, explosives and armaments 
were immensely greater than any conceivable level of civilian demand— 
no possible peacetime use could be found in Canada each year for the 
equivalent of 4,000 military aircraft and billions of rounds of small arms 
ammunition. Third, the service industries and other sectors, the expansion 
of which had been held down by priorities and allocations, naturally in- 
creased their relative importance in the economy once the war was over. 


From mid-1946 until the fall of 1948 the abnormal backlog of domestic 
and foreign demand and the rapid decontrol of prices in the United States 
led to unexpectedly strong and sustained inflationary pressures in Canada. 
High levels of activity in the United States and credits to overseas countries 
stimulated exports, consumer spending increased modestly in real terms and 
investment rose by about one-third. Demand in fact increased much faster 
than available resources, and prices rose by a third. The strain of trying to 
do too much was also reflected in sharply increased imports and led to the 
introduction of anti-inflationary measures and the imposition of trade and 
payment controls. However, from late 1948 until mid-1950 inflation was 
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checked, prices remained practically unchanged, and controls were gradu- 
ally eased. Despite a slight fall in exports in 1949 the economy did not turn 
down with the United States inventory and investment recession, in part 
because of increases in government expenditures and in part because of 
high levels of investment in both domestic and export industries. 


Secondary industry production rose by about one-eighth from 1946 to 
1949 and maintained its share of national output. The industries producing 
durable goods grew by about 20%, or twice as fast as the non-durable indus- 
tries, reflecting war-deferred purchases of automobiles and appliances, as 
well as increased investment in housing, plant and equipment, and social 
capital facilities. Production of electrical apparatus and supplies increased 
by one-third, the number of automobiles manufactured rose from 92,000 to 
193,000, and production of farm implements nearly doubled as the mecha- 
nization of agriculture reached its peak. These increases led to a growth of 
nearly a million tons in steel ingot production and to substantial gains in 
other iron and steel industries such as structural steel, wire goods and cast- 
ings. The non-durable industries showing the greatest growth were generally 
those producing the less essential types of consumer goods. For example, 
output of petroleum products increased by nearly one-third as a result of the 
growing use of automobiles and trucks while secondary chemical output 
gained 10% with declines in the production of pharmaceuticals being more 
than offset by gains in paints and other consumer chemicals. Textile pro- 
duction rose by 10% with wool declining and synthetics increasing sharply. 
However, the leather products industry decreased nearly 25% due to the 
decline in special overseas sales of footwear and, to a lesser extent, to the 
loss of markets through the mechanization of agriculture. 


Up to the end of 1949, most secondary industries had not fully ex- 
perienced the traditional peacetime pressures of import competition. On 
the export side, the partial loss of overseas markets due to currency short- 
ages, restrictions and discrimination had, with few exceptions, been offset by 
the growth of the domestic market; this was true even though some products 
had enjoyed abnormally high levels of exports in 1946 to 1947 as a result 
of the special grants and credits extended by Canada to overseas countries. 
However, on the import side, the adjustment to peacetime conditions was 
by no means complete. Competition from overseas countries was abnormally 
weak because of the demands of reconstruction and the problems of infla- 
tion. The devaluations of September 1949 reflected the fundamentally 
weakened postwar position of most overseas countries and the deterioration 
of their relative productivity, but any effects of these currency changes were 
not immediately felt by Canadian producers. With respect to United States 
competition, import restrictions were in effect for most of the period, and 
prior to their introduction the level of demand in Canada had, in any event, 
been so great that domestic production had not in general been affected by 
the existence of high levels of American imports. 
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The import controls applied with particular severity to consumer 
products normally competitive with the output of Canadian secondary 
manufacturers, notably clothing, textiles, rubber products and electrical ap- 
pliances. Imports of machinery and many other essential investment goods, 
although controlled, were for the most part subject to individual licensing 
which was much less restrictive in its effects than the controls on consumer 
goods. Despite official warnings that the controls were temporary, a certain 
amount of relatively high-cost production was developed in Canada behind 
the shelter that they offered, partly by Canadian producers and partly by 
United States branch plants manufacturing goods previously imported; some 
of this production did not long survive the removal of import restrictions. 
Although this reduced level of foreign competition from both American and 
overseas sources affected individual products differently, its over-all result 
was to mask somewhat the effect of the 1946 appreciation of the Canadian 
dollar and to soften the immediate impact of the reductions in tariff pro- 
tection, which occurred both as a result of the negotiations under General 
Agreement on Tariffs and Trade (GATT) and as a result of the effect of 
rising prices on specific duties. (Specific duties are those set at a fixed dollar 
amount per unit rather than at a percentage of value; in the Canadian tariff 
they apply to a number of iron and steel, textile and other products.) It 
should be noted here that the ultimate impact of tariff and exchange rate 
changes on a number of secondary industries may well have been less than 
the impact caused by the control of domestic inflation, the removal of im- 
port controls and the reconstruction of overseas economies; in any case, 
these latter factors must be kept in mind when reviewing trends in the level 
of protection against imports in recent years. 


Stimulated by a pronounced upturn in United States economic activity, 
the Canadian economy resumed a more vigorous rate of growth in the first 
half of 1950. The outbreak of the Korean War further intensified this ex- 
pansion and brought about a further sharp growth of secondary industry. 
The gain in real output in this sector was just over 25% in the period from 
1949 to 1953, or slightly more than for the economy as a whole, while em- 
ployment returned to its wartime high. The resurgence of inflationary pres- 
sures and the development of worldwide shortages that accompanied the 
outbreak of hostilities tended to reduce foreign competition in the Canadian 
market, at least at first. However, the strong demand stemming from defence 
programmes, combined with the use of fiscal and monetary means to control 
inflation, quickly brought about dramatic increases in production in the 
Overseas countries as well as in Canada and the United States. Together with 
the 1949 currency changes, the appreciation of the Canadian dollar follow- 
ing its temporary devaluation in 1949, and the gradual removal of Canadian 
import restrictions, this greatly increased the ability of foreign producers to 
compete in the domestic market. As a result, imports by 1953 had risen 
more than one-third in real terms from their abnormally low levels in 1949. 
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Most domestic secondary industries consequently found that the total 
Canadian market had grown substantially but that their share of it was 
considerably lower than it had been in the earlier postwar period. 


The main dynamic of the economy in 1950 was rising consumer spend- 
ing, particularly on such durable goods as automobiles and appliances, but 
in 1951 and early 1952 new impetus came from the build-up of the de- 
fence and defence supporting industries; government expenditures rose by 
more than 50% in real terms with the total reaching its peak in 1952. In- 
creasing demand for raw materials, particularly strategic metals and 
minerals, led to a sharp increase in exports of the primary manufacturing 
and resource industries, and the real volume of exports rose more than 20% 
between 1950 and 1952. The growth of the defence and export industries, 
together with a growing awareness that many raw materials produced by 
Canada were likely to be in short supply over the long run, in turn con- 
tributed to a substantial rise of nearly one-third in real investment in both 
plant and equipment in the three years ending in 1953. Partially due to a 
very rapid rise in output per man-hour after 1949, and to an improvement 
in the terms of trade, the expansion of the economy was so great that, 
despite the rise in defence expenditures, additional resources were available 
for the use of the civilian sector by the first part of 1952. Consumer spend- 
ing, which remained stable in real terms in 1951, rose by over 11% in the 
following two years as a result of sharp rises in personal income, reductions 
in income and excise taxes, slight price declines and the relaxation of the 
credit controls imposed in 1951. 


The pattern of development followed by individual secondary industries 
up to the end of 1953 reflected these changes in the composition of national 
spending as well as the sharply rising incomes available to Canadians. 
Industries producing non-durable goods, the consumption of which tends to 
rise rather more slowly than incomes, for the most part showed gains of less 
than 10% from 1949 to 1953 compared to the over-all gain of more than a 
quarter in the output of the secondary sector as a whole. In this group were 
bread and bakery products, beverages other than distilled liquor, sugar re- 
fining, miscellaneous foods, leather and paper products, textiles and cloth- 
ing. Output of the latter industry had risen 5%, but production of primary 
textiles was practically unchanged, with consumption rising 10% to 408 
million lbs. in 1951 as a result of defence orders and then falling back to 
380 million lbs. in 1953; at the same time its share of the domestic market 
fell by five percentage points to 72.5%. Among the non-durable goods in- 
dustries showing relatively large increases in this period were tobacco and 
liquor, the latter partially as a result of increased exports. Rubber products 
were up more than a quarter as a result of increased output of tires, tubes, 
and other products excluding footwear. Secondary chemicals showed an in- 
crease of more than a third, reflecting gains in all consumer products as 
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well as increased output of munitions, while petroleum products rose by 
50%. 


The durable goods industries showed the greatest gains in this period; 
the rise in their output was just under one-third in real terms. This increase 
reflected higher consumer spending on furniture, appliances and cars, rising 
outlays for defence, and increased investment demand. Thus production of 
non-metallic mineral products rose by half as a result of the growth in 
housing and construction; and the output of automobiles increased from 
193,000 units in 1949 to 284,000 in 1950 and to 360,000 in 1953. Pro- 
duction of electrical apparatus was nearly half as great again as in 1949 due 
to increases in appliance sales, particularly of television sets, as well as to 
very substantial gains in electronic production for defence purposes. Also 
contributing to this expansion was a large increase in sales of heavy electri- 
cal equipment and wire and cable used in hydro-electric development and in 
Capital expansion programmes generally. Increased defence expenditures 
were, Of course, directly responsible for the fact that output of both the air- 
craft and shipbuilding industries apprceximately doubled between 1950 and 
1953; however, production of these industries was still less than one-half and 
one-third respectively of the high levels reached in the Second World War. 
Production of steel rose to 4.1 million tons and other iron and steel products 
industries also increased their output noticeably as a result of defence and 
investment spending. For example, industrial machinery output rose by 
two-thirds in value terms, with gains being especially pronounced in mining, 
metallurgical and oil-well machinery due to heavy investment outlays in the 
resource industries. The outstanding exception to the trend among the 
durables industries was the agricultural implements industry, output of 
which fell by nearly a third in real terms reflecting a decline in farm income 
and completion of the main postwar surge of mechanization in agriculture. 
However, the over-all position of secondary industry was a strong one, for 
the growth of the Canadian market between 1949 and 1953 and the develop- 
ment of more competitive conditions had brought about further significant 
increases in production, technical skills, and efficiency. 


The postwar growth of secondary industry was interrupted by the brief 
recession in economic activity which lasted from the third quarter of 1953 
to the latter part of 1954. As in the United States, which had turned down- 
ward slightly earlier, this was brought about in the first instance because the 
slack created by falling defence outlays was not taken up by a new dynamic. 
In Canada this softening was intensified by a 5% fall in exports to the lagging 
United States economy from the third quarter of 1953 to the similar period 
in 1954, and by a marked decline in farm income due to a relatively poor 
crop. The effect in both countries, however, was much the same—a sag in 
activity as involuntary inventory accumulation was worked off, a corre- 
sponding decline in confidence, and an induced fall to business investment 
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which in Canada amounted to some 10%. Unemployment rose considerably 
although total real output in this country fell by only 3% because of 
moderately increased consumer spending, rising outlays for social capital 
purposes by junior levels of government, increased housing construction, 
(stimulated by amendments to the National Housing Act in 1954) and a 
decline in imports. 


The decline in secondary industry in 1954 was considerably greater than 
that of the rest of the economy, amounting to about 8%; this contrasts 
sharply with the practically unchanged output of the non-agricultural sector 
as a whole and with modest increases in the resource and primary manu- 
facturing industries. The reasons for the more pronounced decline of second- 
ary manufacturing can be traced to the fall in defence spending, the decline 
in investment, particularly the fall of 12% in new machinery and equipment 
expenditures, and the moderate decline in consumer spending on durable 
goods; as a result of these factors inventories were found to be somewhat 
larger than in other sectors. Slight increases in total consumer spending 
were, therefore, not reflected in higher output due to the fact that con- 
sumption was in part accommodated by the working off of inventories. The 
secondary industries most affected by these developments were generally 
those producing durable goods for consumers, defence, or investment. Ingot 
production of the primary iron and steel industry fell by one million tons to 
its 1949 level, output of other iron and steel industries fell by 10%, aircraft 
and shipbuilding production each declined by about one-seventh, and the 
number of trucks, busses, and military vehicles produced fell by some 40%. 
Agricultural implement output, reflecting the sharp fall in farm incomes, 
decreased by nearly one-quarter to just more than half its peak of four years 
earlier. However, the electrical industry declined by only 2%, with increased 
production of television sets offsetting the effect of rather sharp falls in the 
production of most other appliances. Automobile production fell by one- 
fifth from its 1953 level. One of the few industries in the durables group to 
show any increase was building products, output of which rose very slightly 
in response to the increase in residential construction. 


The industries producing non-durable commodities fared somewhat 
better, particularly where their output was of a type that did not lend itself 
easily to inventory accumulation or where production had been closely 
geared to sales in the earlier period. Thus, both the secondary food and paper 
products industries had practically unchanged levels of production in 1954, 
and printing and publishing production and tobacco output rose slightly, 
the latter due to a cut in taxes and a decline in smuggling. The petroleum 
products and chemicals industries continued to show gains, although they 
were smaller than in previous years. However, output of the rubber industry 
declined somewhat due to the fall in vehicle production, and distilleries 
showed a small decrease in output mainly because of a fall in exports. Pro- 
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duction of the clothing, textile, and leather products industries declined 
somewhat more, the falls amounting to 13%, 14% and 6% respectively; as in 
the case of most consumer durables industries, these declines in con- 
sumption and output were partially attributable to the relatively large 
amounts of personal income being absorbed by the purchase of television 
sets. 


While it has been suggested that part of the decline in the production of 
secondary industry in 1954 was attributable to the fact that imports claimed 
an increasing share of the Canadian market, the available statistics do not 
bear out this contention. Indeed, if they suggest anything it is the reverse. 
Examples of stable to slightly declining import shares in 1954 were in- 
dustrial machinery, primary iron and steel, textiles, rubber products, electri- 
cal apparatus and chemicals. Imports, of course, did not account for a 
declining proportion of the market for every product, and among the ex- 
ceptions were structural steel, miscellaneous electrical apparatus and rubber 
footwear. Nevertheless, Canadian secondary industry generally more than 
held its share of the domestic market. However, as noted above, output and 
sales of most industries declined noticeably and there was a marked increase 
in domestic competition. This, together with the existence of excess capacity 
in other countries, particularly the United States, led to increased pressure 
on prices and brought about marked reductions in the profits of many Can- 
adian producers. Thus, the combined effect of import pressure on prices 
and considerably more competitive conditions in Canada itself caused Can- 
adian producers to be more aware of foreign competition than in the 
previous year, despite the slight decline in the proportion of imports. It 
appears nevertheless that production and profits of most secondary indus- 
tries in the recession of 1954 were in large measure determined by con- 
ditions in the domestic market and the Canadian economy as a whole, and 
that the decline in Canadian demand had a greater impact on the fortunes 
of secondary industry in that year than changes in the severity of import 
competition. 


During the recession the use of easier monetary policies and increased 
government unemployment and welfare payments helped to sustain activity 
in both Canada and the United States, particularly through their effects on 
house building, on capital expenditures by junior levels of government, 
and on personal disposable income. By late 1954 an upturn occurred in the 
United States as the decline in national security expenditures and inventories 
came to a halt and rising expenditures on housing and consumer durables, 
particularly automobiles, began to make themselves felt. The United States 
recovery then broadened out to include all consumer expenditures and in- 
vestment, the latter reflecting increased consumer sales, applications of new 
technology, and pressure on labour costs. In Canada recovery was some- 
what slower in taking effect, although the growth in real output between 
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1954 and 1955 was considerably greater, amounting to nearly 9% as com- 
pared to 6% in the United States. The seasonally adjusted pattern of expendi- 
tures on defence, inventories and housing was similar to that in the United 
States, but the upturn was reinforced by a rise in exports in the first quarter 
of 1955. This trend continued through most of the year and reflected in- 
creasing levels of activity in overseas countries as well as south of the border. 
Together with the impact of increased United States confidence and con- 
sumer spending, this led in the second quarter to a very marked upturn in 
Canadian consumer expenditures. Cuts in direct and excise taxes in the 
1955-56 federal budget probably spurred these expenditures somewhat. In 
any event, rising levels of consumption, export, and other spending, together 
with increased confidence about Canada’s long-term prospects, led to a sharp 
increase in capital outlays. By the end of 1955 pronounced growth was tak- 
ing place in almost every sector of the Canadian economy. The expansion 
continued throughout 1956 with business investment and merchandise ex- 
ports providing the main impetus, although consumer and government spend- 
ing also continued to increase. For 1956 as a whole, real Gross National 
Product was some 7% higher than in 1955. 


These rising levels of activity were reflected in the secondary industry 
sector. In 1956 the published indices of industrial production indicated that 
output in secondary industry was at a level some 16% to 17% above its rela- 
tively low 1954 level, about the same increase as in real Gross National Pro- 
duct. Measured from the previous peak of 1953 when production was 
swollen by defence orders resulting from Korea, the gain in secondary man- 
ufacturing amounts to around 8%, or considerably less than the rise of 14% 
in total real national output in the same period. The broadening out of 
Canada’s economic recovery and the increased demand for consumer and 
investment goods caused output of secondary industry to rise steadily 
throughout 1955, although the increase was not quite equal to that of the 
economy as a whole. Among the industries making the greatest gains were 
those producing consumer durables or related items, particularly automo- 
biles, the production of which grew by about one-third; those producing 
goods used extensively in housing and other forms of construction; and, 
finally, those industries producing materials for use in investment and con- 
sumer durable goods—for example, primary iron and steel output rose from 
its comparatively low levels of the previous year to a record high of 4.5 
million tons. Most other industries, including those affected by inventory 
disposal in 1954, showed relatively smaller, although significant gains, the 
principal exceptions being the railway rolling stock, aircraft and shipbuilding 
industries, all of which showed quite marked declines in the absence of 
enough new orders to maintain production. 


In 1956 the indications are that output of secondary industries rose 
slightly faster than that of the economy, despite the increase of imports to a 
record level. To some extent, as will be pointed out in a later chapter, this 
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increase in imports reflected the traditional mechanism of adjustment to 
capital inflows and boom conditions in the resource and export industries. 
Such an adjustment has characteristically been of a temporary nature and 
does not necessarily imply any long-run deterioration of the competitive 
position of secondary industry. In the investment goods industries, reflecting 
heavy capital spending, a very substantial increase took place in primary 
iron and steel production and in all classes of iron and steel products. Rail- 
way rolling stock and aircraft production also recovered sharply. In the con- 
sumer goods field, durables on balance maintained their high levels of the 
previous year while significant increases occurred in a wide range of industry. 
For the sector as a whole, the growth of incomes, population, and the market 
more than compensated for the decline in the share of the market obtained 
by many domestic industries. 


Summary 


It is clear that secondary manufacturing industry has undergone a sub- 
stantial and solidly based expansion both in the war and postwar years. This 
growth, as in earlier years, has paralleled and reflected the rates of growth 
and the prosperity of the economy generally. Our primary concern, however, 
is to measure and put in perspective the growth of domestic manufacturing 
since 1939, during which time, as the following tables show, its real output 
has almost tripled. 


Table A 


PERCENTAGE INCREASE IN POPULATION, G.N.P. AND 
OUTPUT OF SECONDARY MANUFACTURING 


1939-56 1946-56 1949-56 


Populationa@ une) peer eee ee 42% 30% 19% 
Gross National Product 

(iS3)'5=39 dollars) en ee eee 142% 51% 41% 
Secondary manufacturing 

(Grosse Domestic uenOdtict) myers tee 176% 53% 35% 


Nore: Secondary manufacturing estimates for 1956 were made by us on the basis of preliminary data. 
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Table B 


SECONDARY MANUFACTURING GROWTH COMPARED 
WITH. SELECTED SEGIORS 


(percentage increase in Gross Domestic Product) 


1939-46 1946-55 1939-55 


Secondary, mmanufactynings: s.r 81% 40% 154% 
Agriculture giecat teen tc een oe ee —10% 19% 71% 
RESOURCE MNGUSLEIC Sie areas ern eee 15% 97% 127% 


Primaryamanutactiinine sae ee 58% 48% 134% 
AIIESET VICES Bene tenet. eho ae 59% 37% 118% 
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This gain has considerably outdistanced that of the Gross National Pro- 
duct, population, and other industries. Of course, a substantial portion of the 
total growth occurred in the war years and was partially made possible by 
the existence of excess capacity in 1939. Yet this latter condition was true 
in varying degree for other sectors as well, and even the choice of the post- 
war year of 1946 showed that the permanent gain achieved in this period 
was a significant one. In the postwar decade the growth of domestic manu- 
facturing in absolute terms has been greater than that of the previous seven 
years, although the percentage gain has of course been smaller. In fact, ex- 
pansion from 1946 to 1956 has been slightly larger than that of real national 
output, despite some reductions in tariffs, the removal of exchange controls, 
and the recovery of overseas countries. In this period only the growth of 
primary manufacturing and the resource industries surpassed domestic man- 
ufacturing. This was due in part to the fact that both the former sectors were 
at abnormally low levels in 1946. In the resources sector, however, a rapid 
rate of postwar growth has also been due to favourable export markets and 
domestic discoveries and utilization of metals, gas, oil and hydro-electric 
power. Even in the six years following 1949 when the demand for exports 
and the effects of import competition were felt most intensely, the growth of 
secondary industry has not been much below that of the economy as a whole, 
ranking third among the commodity producing sectors after construction and 
the resource industries. 


Within the totals of secondary manufacturing output, as we have tried to 
indicate, changes have occurred in the relative growth and importance of 
different industries and products from one period to another. We did not 
have the time, space, or expertise to trace out and analyze all these changes 
in a detailed way, and accordingly have not appended any detailed statistical 
material on a product basis. Detailed and comprehensive product data are 
set out in the Commission’s industry studies, in many of the briefs received, 
and in the excellent industry bulletins issued by the Dominion Bureau of 
Statistics. However, the basic growth factors have been the changing pattern 
of demand which we have attempted to describe; the successful development 
of new technology, products and processes; and the ability of individual in- 
dustries to compete for the resulting demand. The competitive position of 
secondary industries will be discussed more fully in later chapters, but the 
following table shows the changes in rankings of a broad group of industries 
in 1939, 1946 and 1953. 


With growing industrialization and rising incomes there has been a rela- 
tive decline in the importance of industries manufacturing the basic necessi- 
ties of life such as foods, textiles, clothing, tobacco and leather products. 
At the same time there have been pronounced increases in the relative im- 
portance of industries producing consumer durables, such as automobiles 
and electrical apparatus, on which a rising proportion of incomes is being 
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spent. The growing importance of construction and investment generally has 
been responsible for the increase in the rank of non-metallic mineral prod- 
ucts and primary iron and steel, while defence orders and development of 
new products and technology have clearly been an important influence on 
such industries as aircraft and electronics. 


Table C 
INDUSTRY RANK OF SELECTED SECONDARY 
MANUFACTURING INDUSTRIES 
(by Gross Domestic Product) 
1953 1946 1939 

Motomivehiclessandipants nee 1 ) 3 
Electrical apparatus and supplies ............ 2 4 

Clothing \(textilessand atin) ieee eee 3 1 1 
Mextilesi(except clothins) ieee se 4 2 Z 
Rrinting spublishingveteier see ate ee 5) 5) 4 
@hemicalsa(Secondany) ee tee 6 7 5 
Beveragess . Ale. eee eee eens 7 6 y 
Aircraft, and parts, agence i eeeeer 8 19 19 
Primary, 1ronvandsstecla ee eee 9 12 10 
Non-metallic mineral products ................ 10 tS 14 
Products of petroleum and coal .............. 11 17 12 
Railway rollingistock 1 nen eee 12 9 14 
IndustrialSmachinery eee ee ee 12 10 18 
Non-ferrous metal products ................... 14 12 16 
Bakerysproducts\s ae oe 15 14 10 
Muiscellaneousmioodsee- eee tt een 15 16 8 
eather products mice sei eee 15 8 6 
Shipbuilding ge eke ise ae eee 18 11 21 
RUDDER Products ieee 7 eee ee eee 19 18 ily 
A sricultural implements jy )44.621.0.40 20 20 20 
Tobaccocproducts . a... eee eee eee 21 21 18 


Moreover, within industries very different rates of growth have taken 
place. In primary textiles, production of woollens in 1953 had shown prac- 
tically no increase in poundage terms while the synthetics, which use newer 
technology and have developed new markets, were being produced at a rate 
more than four times that of 1939. Within the industry classified as products 
of petroleum and coal, petroleum products have risen three times as fast as 
coal products due among other things to their more rapidly growing demand, 
the discovery of Canadian resources, and a successful record of cost control 
and technological improvement. Within the rubber industry, output of tires 
and tubes has risen more than four times faster than that of rubber footwear 
since 1937 due both to relatively more rapidly rising demand and to the fact 
that domestic rubber footwear production has become less competitive with 
foreign production; in the primary iron and steel industry, the growth of 
the market, more enterprising management, and new technology has led 
to the extremely rapid growth of many products not even produced in 
Canada in 1939. These are only a few examples, but they serve to illustrate 
the great disparities in rates of growth of individual products, the differing 


THE BACKGROUND OF GROWTH 


demand conditions which each has faced, and the varying effect of technology 
and costs on the progress, or lack of it, of various secondary industries. 


The pattern of employment within secondary manufacturing has followed 
the broad trends of output and technological improvement recorded by indi- 
vidual industries and is shown in Table 9. As far as total employment in 
this sector is concerned, it has nearly doubled since 1939 to more than 
1,100,000 persons in 1956. Although this gain is relatively greater than that 
achieved by the other principal sectors of the economy in the same period, 
it is considerably less than the rise in manufacturing output; this of course 
is due to the continuing increases in output per man-hour which have taken 
place since 1939 and which are discussed in Chapter 7. 


The following table summarizes the percentage contribution of secondary 
industry and ohter sectors to national output and employment in 1939 and 
1955, using Gross Domestic Product and labour force data: 


Table D 
1939 1955 
Secondary manufacturing G.D.P.......0........... 16.4% 20.4% 
| al Se uaeee ee 14.2 19.7 
Primary manufacturing GD Rien eae 5.9 6.8 
iyi Phat iad 4.1 be) 
Resource industries GD Pee nest 8.4 9.4 
| A Gis hha bre ae eee Sadi 5.6 
Agriculture Gi IDEP Re eee DORD 19255 
| A eh ade ene B25 15.3 
Services and other GIDID A Aen 46.4 Sits 
|S) eee seen heme 43.5 PSS) 


We have attempted to describe in broad terms the expansion of second- 
ary industry and to show how it has been related to the expansion of the 
economy as a whole. We have not, however, tried to probe behind the imme- 
diate manifestations of growth in search of its elusive and fascinating ultimate 
causes. Nor have we attempted to describe the intricate and interlocking 
processes by which economic growth spreads and by which it is enabled to 
feed upon itself. Behind the growing markets for Canadian products lies the 
fact that people in Canada and elsewhere throughout the world have come to 
place an increasing value on a rising standard of living. This in turn is related 
to people’s attitudes towards economic growth, risk taking and savings; 
to the development of sound social institutions and government policies 
which encourage rather than restrict growth; to the accumulation of capital, 
the process of innovation and progress in technology; to the growth of pop- 
ulation, labour skills and management ability; and to the discovery and util- 


ization of resources. 
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While it is easy to list some of the main determinants of growth, it is 
less easy to establish which is cause and which effect, or to determine the 
precise relationship between them. For example, Canadian population has 
grown very rapidly in the last ten years and the rate of family formation is 
some three times as high as in the depression of the 1930’s—in large measure 
this has been a reflection of prosperity, yet at the same time it has been an 
important contributor to it. Similarly, the discovery of new resources has 
been facilitated by technological advance and by new markets, but the exis- 
tence of resources in turn has spurred the search for still newer uses and 
methods of processing. While these are but two examples, the same condi- 
tions apply equally to all of the other factors mentioned above, and one can 
only conclude that the process of growth involves many inter-acting rela- 
tionships, the nature of which is constantly shifting and within which any 
one factor may be both cause and effect. 


To say this is not to deny that any conclusions can be reached about the 
factors affecting the growth cf Canadian secondary industry. It is clear that 
the principal cause of its growth throughout our history has been the 
buoyant expansion of the economy as a whole. In contrast to earlier times, 
however, the postwar period has been characterized by a marked increase in 
the ability and in the determination of governments and peoples to maintain 
high levels of incomes and employment, not only in Canada, but elsewhere as 
well. This fundamental change in the economic climate has strengthened 
confidence and has introduced a measure of stability to growth that was 
lacking in earlier periods of our development. Full employment policies have 
not, of course, replaced the special impetus to growth which Canada receives 
from strong and growing export markets and from investment stimulated by 
confidence in the prospects of our export and resource industries. Indeed, in- 
sofar as they have strengthened and stabilized growth in other countries, 
particularly the United States, these policies have enhanced the long-run out- 
look for Canadian exports and for Canadian growth generally. 


It is true that Canada’s dependence on foreign trade has been lessening 
and her ability to withstand outside fluctuations is undoubtedly increasing. 
Nevertheless, one of the basic reasons why Canadian economic progress has 
been more rapid than that of most other countries during the past decade 
is the special dynamic stemming from the prosperity and high levels of acti- 
vity in our export and resource industries which directly account for about 
a quarter of new capital investment and over two-thirds of electrical power 
consumed. Although direct employment in this sector is relatively small, 
about 10% of the national total in 1955, it has very large indirect effects on 
employment in construction, service industries, the capital goods industries 
and the whole range of secondary industries which supply manufactured in- 
dustrial products and consumer goods to meet the demands created by the 
initial impact of growth. In turn, this growth spreads throughout the economy 
in the form of demands for still more consumer and investment goods and 
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for roads, schools and community facilities of all kinds. The potential of the 
economy for further expansion is increased by the stimulus that favourable 
opportunities give to population growth, immigration, the acquisition of new 
skills, and the inflow of foreign capital. The development of Alberta since 
the discovery of new oil fields in 1947 is a good example of this process on 
a smaller scale. 


There are many contributors to this growth process, as we have tried to 
indicate, including governments, consumers, and every sector of industry. 
Secondary industry, while of course deriving much of its growth from the 
prosperity of the economy as a whole, in turn makes an important contribu- 
tion to that prosperity. We have pointed out that a large part of the output of 
such secondary industries as iron and steel, electrical equipment and indus- 
trial machinery, indeed of the capital goods producing industries generally, 
depends on markets outside secondary industry, particularly in the primary, 
resource, and construction sectors. It is also true that sales of many con- 
sumer goods are linked to incomes created in sectors other than secondary 
manufacturing, whether as a result of private or governmental spending. At 
the same time, it should be emphasized that domestic manufacturing has 
contributed substantially to its own growth and to that of the economy as a 
whole by its expenditures on investment, wages and materials. As secondary 
industry has assumed a greater place in the economy its influence on the 
mechanism of expansion has increased correspondingly. 


Although the prosperity of the economy has been the dominant influence 
on the growth of Canadian secondary industry, a special stimulus came from 
the Second World War. As we have pointed out, secondary industry reached 
very high levels of output during the war years, but these levels of produc- 
tion were achieved in part due to emergency conditions and a complex system 
of priorities, allocations and controls.* Although a few industries based on 
defence orders have never regained their wartime prominence, the real and 
lasting growth that occurred in the war years should not be underestimated. 
In 1946 the output of secondary industry was almost double its 1939 level 
and its share of national output had risen from 16% to 20%. These wartime 
gains were in part the result of attaining high levels of income and employ- 
ment, but they also stemmed from the experience, capital, skills and confi- 
dence acquired in war production. Tangible evidence of the permanence of 
these gains is provided by the fact that a substantial portion of our war- 
expanded manufacturing facilities found a profitable use in the postwar 
period under normal Canadian competitive conditions, and by the fact that 
almost all industries in the secondary sector have surpassed even their peak 
levels of 1944. This postwar growth has approximately paralleled that of 
United States secondary industry in percentage terms, and has given Canada 
the world’s second largest domestic manufacturing industry on a per capita 
basis. 


3Attention has already been drawn to the limitations of the wartime production statistics. 
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A second special factor affecting the growth of secondary industry has 
been the tariff and other forms of protection, but we have not stressed its role 
in the last two decades of growth. This is not because we wish to minimize 
the importance of protection in enabling many of our domestic manufac- 
turers to capture a larger share of the Canadian market than would otherwise 
be the case, but rather because protection has on balance been reduced 
throughout the period. It is interesting to note that this was true also of the 
two previous periods of Canada’s and secondary industry’s most rapid 
growth, the first decade of this century and the 1920’s. However, the exis- 
tence of the tariff was important in broadening the range of our manufactur- 
ing industry in earlier days, particularly in the period when Canada lacked 
entrepreneurial and technical skills; more recently also, tariff changes have 
been of some significance to new industries and products, although tariff 
levels generally have tended downward. Many secondary industries could 
not exist or grow without a basic framework of protection, but, with very few 
exceptions, tariffs cannot be said to have been in the last two decades either 
an independent source of demand or a dynamic determinant of growth for 
domestic manufacturing. The effects of tariffs, tariff changes and other pro- 
tective factors on a number of individual industries are discussed in later 
chapters.* However, it may be noted here that the growth of secondary in- 
dustry in a period of falling protection serves to emphasize that it has been 
the growth of domestic incomes, population and employment—in short, the 
growth of the real purchasing power of the Canadian market—that has been 
of overriding importance. 


This growth has led to a great increase in the variety and complexity 
of manufacturing operations which can be efficiently undertaken by second- 
ary industry in Canada, and has strengthened the ability of domestic manu- 
facturing to compete effectively with foreign competition. Of course, no in- 
dustry has ever been entirely free of problems and some have been unable 
to adapt themselves satisfactorily to changing demand conditions; this is in- 
evitable in a dynamic and expanding economy. However, a balanced view of 
growth cannot be obtained by looking only at individual industries; viewed 
in the wider perspective of total achievement, the gains of Canadian second- 
ary industry throughout the period have been impressive indeed. 


+For a full discussion of these subjects, see Canadian Commercial Policy. 


EXPORTS, REGIONAL CONCENTRATION, 
CAPITAL INVESTMENT AND IMPORTS 


THIS CHAPTER considers some special aspects of the development of 
secondary industry—exports, regional concentration, capital investment and 
imports. It should be noted that a more detailed analysis of these topics as 
they related to the Canadian economy as a whole will be found in other 
studies published by the Commission. However, some discussion of these 
subjects is essential for purposes of this study, for an understanding of them 
not only throws additional light on the past growth of secondary industry, 
but contributes to a better appreciation of its present competitive position. 


In this latter connection, the section on imports is of particular signifi- 
cance. Canadian secondary industry, with the exception of production of 
an essentially local nature, has throughout its history developed in the face 
of competition with imported goods. To a considerable degree, fluctuations 
in the import share of the market for products of secondary industry provide 
a measure of changes in the competitive position of Canadian producers. 
The relative cost position of Canadian manufacturers of course ranks with 
the growth of the Canadian market as one of two basic determinants of the 
past and prospective development of our secondary industries. However, the 
import section of this chapter is confined primarily to a presentation of the 
main statistics and broad economic background of Canada’s manufactured 
imports. As such, it is designed to serve as an introduction to the chapters 
which follow on the relative costs of manufacturing in Canada. 


Exports 


Export sales have never accounted for a very significant part of the gross 
value of production of Canadian secondary manufacturing industry. Because 
of classification differences between production and trade statistics it is not 
possible to determine the exact proportion of secondary manufacturing pro- 
duction exported. In 1953, the last year for which both statistics are available 
in final form, these exports appear to have totalled between $725 and $750 
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million, or some 6% of secondary industry output, although they accounted 
for between one-fifth and one-sixth of Canada’s total merchandise exports. 
Moreover, the relative importance, but not the absolute size, of export 
markets as an outlet for the goods of domestic manufacturing has been de- 
clining somewhat over the long run; in 1929 about 7.5% of production was 
exported, by 1939 the percentage had fallen below seven and by 1955 ap- 
pears to have declined to just under 6%. However, as will be pointed out 
below, this decline is more than accounted for by the drastic fall in the im- 
portance of manufactured exports to the United Kingdom and to a lesser 
extent to the overseas countries. 


In contrast, the percentage of production of many. domestic manu- 
facturing industries exported to the United States has risen since 1939. 
Nevertheless, two very important factors have for nearly 100 years made it 
difficult to sell manufactured goods in the United States. These are the com- 
paratively high costs and prices of Canadian production and the barriers to 
trade resulting from American commercial policy. Nor are these two factors 
unrelated, for our secondary manufacturing producers are unable to achieve 
the economies of large-scale production in the comparatively small Canadian 
market alone. This, as indicated in Chapter 4, is responsible in large measure 
for the higher level of domestic manufacturing costs in this country. There 
is no doubt, and this has been stressed to us by many Canadian producers, 
that easy access to the high-volume American market would permit many 
products of secondary industry to compete very effectively in that market. 
Indeed, the American market has always been the most natural outlet for 
exports of Canadian secondary manufacturing, in view of the fact that it is 
large, comparatively near, and easy to service. In addition, Canadian pro- 
ducers are familiar with American requirements and tastes as well as with 
American production and selling techniques. At the present time, for example, 
typewriters have free access to the United States market and at least one firm 
located in Montreal supplies the whole of the northeastern United States 
market for portables from this plant. Because of lack of precise cost data and 
other information, however, it is not possible to determine what the exact 
effects of easy access to the United States market might be on the costs and 
exports either of other individual secondary industries or of the sector as a 
whole. While exports would undoubtedly rise sharply, it is clear that there 
would continue to be numerous secondary industries where exports would be 
negligible or non-existent. Indeed, the expansion of some industries would 
undoubtedly involve the contraction of others. Many United States industries, 
particularly in the fields of consumer durables and industrial equipment, now 
use little or none of their protection, and some Canadian industries do not 
have as ready access to specialized markets or to pools of labour with 
particular technical skills. Moreover the essence of comparative advantage 
is that it cannot exist for every activity within a country, and it would un- 
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doubtedly remain true that much of Canada’s economic advantage would 
continue to be found in her resource and export industries. 


Whatever the effect of such changes might be, it is nevertheless clear that 
United States tariff and commercial policy has in the past severely limited 
the exports of many Canadian secondary industries and thus hindered their 
development in Canada. In fact it has probably impeded the growth of this 
sector more than the Canadian tariff has stimulated it. This applies particu- 
larly to those secondary industries based on the fabrication of resource 
products such as metals, forest products and petro-chemicals. It is also true, 
however, for many non-resource based products against which United States 
producers use their protection in order to keep out Canadian competition, 
for example in a number of textile, primary iron and steel electrical equip- 
ment, and other items. 


Like Canada, which is also a substantial importer of raw materials, the 
United States generally admits essential industrial materials and other goods 
in which she is deficient at free or negligible rates of duty. Much higher rates 
are charged on manufactured goods which can be produced domestically, 
albeit at higher cost. Thus newsprint enters the United States free of duty 
while many types of finished paper are charged up to the equivalent of about 
35% ad valorem; primary copper enters free while copper wire bears rates of 
15% to 1712%; aluminum ingot pays about 5% while general manufacturers of 
aluminum pay 222%. As a result one finds in 1952, for example, that of 
$44 million of aluminum exports to the United States only $4 million was 
semi-fabricated and less than $3 million was fully manufactured; of $54 
million of asbestos exports, less than half a million dollars represented 
finished manufactures. 


United States rates on non-resource based domestic manufactures vary 
considerably. They are between 10% and 1212% for many primary iron and 
steel items, between 10% and 15% for most types of non-farm machinery and 
between 10% and 1714% for much electrical machinery and apparatus. How- 
ever, rates of between 50% and 100% are not uncommon for a wide variety of 
manufactured consumer goods. Account must also be taken of administrative 
restrictions, classification and valuation problems, legislative enactments such 
as the Buy American Act, and other pressures on American users, all of 
which are employed to limit imports of manufactured goods. Many witnesses 
have stressed that the resulting uncertainties are a more important deterrent 
to exports than the tariff rates themselves. In any event, given the cost dis- 
advantages which generally prevail in Canada, almost any restrictions on entry 
into the American market are bound to seriously curtail or eliminate trade, 
and in turn this lack of trade reflects back on Canadian costs of production. 


In addition to the two basic factors of higher domestic costs and United 
States barriers to trade there are a number of other less important factors 
which from time to time affect exports of secondary manufactured goods to 
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the United States. The exchange rate is one of these, but as the average rate 
from 1952 to 1956 was only some 2% higher than its average level from 1934 
to 1939 it is most unlikely that this has had more than a marginal effect. 
Even over shorter periods when exchange rate changes have been consider- 
ably greater it is hard to find evidence that this has had a very significant im- 
pact on the volume of secondary manufactured exports. A second factor is 
the control of export sales exercised by American parents on their Canadian 
subsidiaries. This subject is dealt with at some length in the Commission’s 
study on Canada-United States Economic Relations where it is noted that 
“some companies with subsidiaries in Canada .. . [encourage] these subsid- 
iaries to compete actively with one another and with the parent ...On the 
other hand many such companies prefer to allocate markets among their 
subsidiaries .. .” It is noted further that this market allocation in many cases 
simply recognizes the facts of competitive power in that the subsidiary often 
cannot meet the prices of the parent in export markets because of higher 
costs or tariff obstacles. While instances of restrictions of export sales are 
known, on balance this factor does not appear to us to be very important 
in the secondary manufacturing sector. 


The view has also been expressed that exports of secondary industry 
to the United States are not as high as they could be because aggressive ac- 
tion is not taken by Canadian manufacturers to follow up every favourable 
opportunity available to them. This factor has probably not been very im- 
portant on balance, although it has been significant in a number of individual 
cases. Nevertheless, although the various escape provisions of the United 
States tariff have not been invoked against secondary manufacturing, there 
is a general feeling that if a manufacturer is successful in gaining entry to 
the United States market, administrative measures may be used to ensure 
that this success is not a lasting one. In such instances, uncertainty about 
United States commercial policy tends to contribute to a somewhat defeatist 
attitude on the part of some Canadian manufacturers. 


It should be emphasized, however, that there have been considerable 
reductions in United States tariffs in the last two or three decades. For in- 
stance, the rates on transformers and parts and electric stoves have’ been 
reduced from 35% in 1930 to 25% in 1939 and 1212% in 1948. On pulp and 
paper machines, rates have been reduced from 274%2% to 10%, and on iron 
and steel sheets tariffs have been cut from approximately 20% to approxim- 
ately 10%. There has also been some easing of administrative restrictions, of 
which the recent appointment of a United States customs official to facilitate 
Canadian sales in the American market is an outstanding example. Perhaps 
more importantly, there has been a considerable improvement in the cost 
position of many Canadian producers in the last two decades. The combina- 
tion of all these factors has contributed to a marked rise in the proportion of 
secondary manufacturing production being sold in the United States. Thus 
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one finds that in 1953 the proportion of all Canadian alcoholic beverage 
production exported to the United States was nearly double that of 1939. 
The share of rubber products output sold in American markets had risen five 
times although it is still only some 114%; and the proportion of export in the 
electrical apparatus supplies industry had risen many times, although it also 
accounted for a very small share of the gross value of output in 1953. Other 
broad groups in which the proportion of production sold to the United States 
has increased include leather products, textiles, farm implements, primary 
iron and steel, paints and varnishes and a wide range of diversified manufac- 
tures. Exports of the secondary manufacturing sector have thus followed the 
pattern of Canadian exports as a whole in that an increasing proportion of 
foreign sales, and in many cases of domestic production as well, is going to 
the United States market. It should not be inferred from this, however, that 
trade barriers have become insignificant. The fact remains that most Cana- 
dian exports of secondary manufacturing production are still confronted with 
formidable tariff obstacles in the United States, and that such exports account 
for only about 3% of the sector’s output. 


Exports of the secondary industry sector to overseas countries have 
shown a sharp fall in relative importance since the war; indeed in some 
cases there has been a marked decline in dollar terms despite the price rises 
of the intervening years. The importance of these declines can be judged 
from the fact that in 1939 sales of secondary manufacturing production to 
countries other than the United States were some five times as high as those 
to the American market. For many industries like automobiles, electrical 
equipment, rolling mill products, non-farm machinery, leather, textiles, and 
rubber, overseas sales were to all intents and purposes the only prewar export 
markets. In 1953, by contrast, it appeared that over half of all secondary in- 
dustry exports went to the United States. Exports of rubber, leather and tex- 
tiles and clothing products to both the United Kingdom and third countries 
are now lower in value than before the war and, of course, sharply lower in 
volume. In a wide range of industry such as iron and steel products and farm 
implements the proportion of production exported overseas is very much 
lower than it was 15 years ago. This has been particularly true of the United 
Kingdom although it also applies to most other overseas countries. In general 
the only exceptions are those countries in a strong external trading and 
financial position. 


The main reasons for this decline are, of course, the exchange and 
import controls and the restrictions and discrimination of overseas countries 
against dollar commodities since the end of the war. In turn this reflects a 
relative weakening of the productive and export capabilities of these coun- 
tries, and thus a decline in their relative ability to pay for imports. However, 
direct controls have tended to intensify these difficulties for many countries 
by leading to some misallocation of resources. In contrast, West Germany 
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and some other countries have improved their position in recent years as 
a result of increasing reliance on fiscal, monetary, and other more basic 
measures to control inflation. Despite these improvements the impact of over- 
seas restrictions on exports of the products of our secondary manufacturing 
continues to be severe, partially because of the manner in which there restric- 
tions have been applied. Discrimination is least stringent against essential raw 
materials and capital goods, while bearing most heavily on luxury items such 
as consumer durables in which Canada had built up substantial markets 
before the war, and on light manufacturing like textiles, rubber products and 
leather goods in which domestic production is encouraged regardless of cost. 
As a result, particularly in the United Kingdom market, Canadian exporters 
of many products have been almost entirely replaced by either domestic or 
soft currency sources since the war. 


Two other factors affecting sales to overseas markets should be 
mentioned. The devaluations which have occurred since 1939 have ad- 
versely affected some Canadian manufacturers in overseas markets. Never- 
theless, discrimination and restrictions are still used against Canadian goods 
on a large scale which suggests that there is a wide range of secondary in- 
dustry, particularly in the more mechanized consumer and investment goods 
industries, where high Canadian productivity and efficiency confers significant 
cost advantages on Canadian producers. Reflecting changes in the com- 
parative cost position of Canada and other countries since the war, there has 
been some rise in competition from low-wage countries like Japan, Ger- 
many, and India in overseas markets. This competition mainly affects goods 
with a high labour content including rubber footwear, certain types of 
custom built electrical and industrial machinery, and some textile products. 
However, over the whole range of secondary industry production the ability 
of these low-wage countries to compete with Canadian producers has 
diminished rather than increased. Secondly, margins of commonwealth 
preference have been cut to some extent as the result both of negotiated 
reductions and of the impact of rising prices on specific duties. The effect 
of this has probably been small and the continued sales of Canadian rather 
than American automobiles, trucks and other goods in these markets 
suggests that the preferences are still reasonably effective. The retention of 
these markets may also be due in a few cases to the allocation of common- 
wealth exports to Canadian subsidiaries by their American parent. 


The importance of currency and trade restrictions against Canadian 
secondary manufactured exports can be illustrated by comparing these ex- 
ports in recent years with the record in the period when postwar loans and 
credits were made available to the United Kingdom and other countries. This 
assistance, totalling over $2 billion, was available for the purchase of Can- 
adian goods only and in effect temporarily increased the ability of overseas 
countries to pay for our manufactured and other exports from 1946 to early 
1948. For example, exports of textiles and clothing to overseas countries 
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in 1947 amounted to some $38 million compared to less than $10 million 
in 1953; for rubber manufacturers the comparable figures were $22 million 
and less than $4 million; for motor vehicles and parts $90 million and $73 
million, and for all types of non-farm machinery $38 million as against $20 
million six years later. There was, however, a considerable element of 
artificiality in these exports during the early postwar period in that overseas 
requirements were abnormally high because of wartime damage to their own 
manufacturing facilities and because of the urgent needs of postwar recon- 
struction. More recently the Colombo Plan and other measures of technical 
assistance have been responsible for significant sales of such items as ma- 
chinery, locomotives and trucks. However, certain manufactured goods in 
which Canada specializes still find markets overseas without being de- 
pendent on government assistance. Examples are exports of cars, trucks and 
parts to the Commonwealth, of locomotives to South America, of generating 
equipment and electric meters to the same area, and of pulp and paper ma- 
chinery to New Zealand. Some of these sales are in part related to factors 
like the Canadian ownership of many Latin American power facilities, or 
to the technical assistance given to the new pulp and paper plant in New 
Zealand by a Canadian newsprint company. 


There has also been a pronounced shift in the composition of Canadian 
secondary manufacturing exports since 1939 as Table 23 shows. Alcoholic 
beverages, farm implements and primary iron and steel which together ac- 
counted for 16% of the sector’s exports in 1939, accounted for some 30% of 
the total in 1953. As shown in Table 24, the proportion of production ex- 
ported by two of these three industries has also risen and in agricultural 
implements the ratio is broadly unchanged. Nor is it coincidental that ac- 
cess to the United States market has become significantly easier for most 
primary iron and steel items and alcoholic beverages since 1939; rates of 
entry at about 10% and 12122 respectively, are about half their 1939 levels. 
Agricultural machinery has had duty free entry into the United States 
market since 1913, but the effects of high levels of United States farm income 
and the development of the self-propelled combine by a Canadian company 
have together been mainly responsible for raising the percentage of exports 
in this industry which go to the United States market from 27% in 1939 to 
78% in 1953. The percentage of exports directed to the United States market 
in the primary iron and steel industries has risen from 20% to 65% while 
some five-sixths of exports of alcoholic beverages also go to the United 


States. 


The importance of electrical apparatus exports in the sector total has 
also risen although a number of these products have experienced a severe 
decline in overseas sales. The other two principal industries showing relative 
gains in exports are aircraft and shipbuilding, but these sales vary widely 
from year to year with the special military orders. It should be noted, how- 
ever, that the figures include only commercial exports—nmilitary assistance 


43 


44 


ROYAL COMMISSION ON CANADA’S ECONOMIC PROSPECTS 


and NATO shipments have been excluded from the export figures discussed 
in this chapter. Exports which have declined relative to total foreign sales 
by domestic manufacturing include rubber, leather, textiles, motor vehicles 
and secondary paper products, all of which, as indicated earlier, were largely 
or entirely directed to overseas markets before the war. Even for those 
secondary industries where total exports have risen relatively, exports to 
overseas countries have generally fallen in terms of their percentage con- 
tribution both to the sector’s exports and to Canadian production. This has 
been true for example of rolling mill products and industrial and agri- 
cultural machinery. 


In summary, exports of the secondary manufacturing sector have, with 
the exception of 1946-48, shown a declining trend in relation to domestic 
production since 1939. Even in the years before 1939, however, there were 
comparatively few products where domestic costs, foreign tariff treatment, 
or established market connections were sufficiently favourable to permit ex- 
ports to be significant in relation to domestic output. The postwar decline in 
the relative importance of exports has on the whole been the result of a 
sharp decline in sales to overseas markets offset in part by stable or 
relatively rising sales to the United States. While Canadian relative costs 
and United States tariff barriers have both been reduced markedly since 
1939, these interrelated factors are still the main obstacles to entry to the 
American market for most products of domestic manufacturing. Canadian 
costs have generally improved relative to overseas producers as well, but 
currency and import restrictions, and the encouragement they have given 
to local manufacturing, have in the majority of cases sharply curtailed or 
even eliminated sales to those countries. 


It is worth emphasizing that these developments have greatly reduced 
the incentive to American firms to set up new branch plants in Canada to 
take advantage of Commonwealth preferences, while only slightly adding to 
the significance of the American market as a potential source of sales for 
domestic manufacturing output. On balance, then, these developments have 
further increased the importance of the growth of the Canadian market as 
a determinant of the growth of Canadian secondary industry. 


Regional Concentration 


One of the features of secondary manufacturing’s development in Can- 
ada has been its high concentration in the Provinces of Ontario and Quebec. 
As shown in Table 25, these two provinces had 62% of Canada’s population 
in 1953 but accounted for some 87% of the value-added in domestic manu- 
facturing. Indeed, even these figures understate the degree of concentration, 
for within these two provinces secondary industry tends to be confined to a 
comparatively narrow line running north and east from Windsor and Sarnia 
to Quebec and Sherbrooke. Furthermore, manufacturing facilities are not 
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evenly spread throughout this comparatively small industrial belt. One finds 
for example a much higher degree of industrialization in the Toronto-Kitch- 
ener-Hamilton triangle than between Oshawa and Cornwall, and there is 
a much greater concentration of manufacturing in the vicinity of metro- 
politan Montreal than in the region between Three Rivers and Quebec. 
Table 26 indicates that over half of all Canada’s secondary manufacturing 
is to be found in the four metropolitan areas of Montreal, Toronto, Hamil- 
ton and Windsor. Domestic manufacturing is more concentrated regionally 
than any of the other commodity producing sectors of the economy in which, 
with the obvious exception of agriculture, the share of the central provinces 
does not diverge widely from their share of total population. That the re- 
source and primary industries are less concentrated in the central provinces 
reflects both the location of the resources themselves and the fact that these 
industries usually find it economically desirable to be located at or near the 
source of their basic materials. Because of the relatively large amounts of 
investment associated with the primary industries, the construction industry 
is also relatively less concentrated in the central provinces. Similarly, the 
essentially personal nature of most of the service industries has meant that 
they have tended to follow more or less closely the provincial distribution of 
population. 


The reasons for the concentration of secondary manufacturing are of 
course intimately connected with the nature of the industry. In general the 
location of secondary industries is governed by sales considerations and 
plants tend to be built at or near the centre of the main market to be served. 
This market orientation is largely due to the fact that most products of 
secondary industry are expensive to ship, while in contrast, raw materials, 
having been processed at or near their source because of their weight-losing 
characteristics, can be shipped comparatively cheaply. Packaging, ware- 
housing, and the freight rate structure also combine to make it more eco- 
nomic to transport primary materials to the factory than to send secondary 
goods long distances to their markets. In Canada, the concentration of manu- 
facturing facilities in the main market area of the central provinces, particu- 
larly southwestern Ontario, is intensified by the fact that regional markets 
for most products are not large enough to justify the very high costs of small 
scale operations involved in decentralizing production. However, some 
secondary industries which are strongly oriented to local markets because of 
the high weight/value ratio of their products or the perishable nature of 
their output are exceptions to this rule. Examples of such products are 
building materials, beer, paints, and, bread. In these cases, transportation ex- 
penses and the ability to carry on production efficiently in relatively small 
units have led to the growth of numerous plants across the country to serve 
regional or local markets. This is true also of certain products of the 
electrical industry, particularly wire and cable. 
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Ready access to pools of labour to meet varying manpower requirements 
is also an important factor in the concentration of industry. So too is the 
easy availability of special skills, technical and other specialized services, and 
parts and other supplies in established industrial areas. Related to this is the 
fact that many Canadian secondary industries are subsidiaries of American 
companies and tend, therefore, to be located in regions which are near the 
parent company and the main industrial centres of the northern United 
States from which in many cases they draw complex parts, technical services 
or management and supervisory advice. The combined effect of these factors 
resulted in 1953 in Quebec and Ontario accounting for more than 95% of 
the total net value of production of such industries as tobacco, rubber, 
leather, motor vehicles, electrical apparatus and aircraft; data are shown 
in Table 27. It should also be emphasized that once an industrial complex 
is established, whether servicing a regional or national market, its industrial 
and social facilities, its supply or skills, and its parts and service industries 
all tend to perpetuate the pattern of industrial location. This is true not 
only in terms of the expansion of existing plants but in terms of attracting 
new ones as well. A perhaps extreme example of this is cited in the sub- 
mission of the Ontario Government to the Commission where it is mentioned 
that the automobile industry grew in both Michigan and Ontario out of the 
carriage industry which was in turn based upon the regions’ hardwood 
forests. In this connection, it might be noted that the General Motors factory 
at Oshawa now stands on the original site of the McLaughlin carriage works, 
rather than at a location closer to Detroit. It should be emphasized, how- 
ever, that the main reason why the geographical pattern of this and other 
secondary industries has remained largely unchanged is that time and tech- 
nical changes have done very little either to shift the centre of gravity of the 
Canadian market or to diminish the importance of locating close to the main 
sales area Of most secondary industry production. 


Table 27 shows that the percentage of all secondary manufacturing, and 
indeed of most individual industries, which is concentrated in the two central 
provinces has been broadly unchanged since 1926. In fact, no provincial 
decentralization of domestic manufacturing has taken place since before the 
turn of the century when first the development of a single Canadian market 
and later the growth of mass production industries and techniques made 
such a move economically unsound. That this pattern has continued in 
recent years is supported by preliminary estimates of the location of new 
manufacturing plants (excluding extensions to existing facilities) in the post- 
war period. These estimates show that one-third and one-fifth respectively 
of all the resulting employment has been provided around Toronto and 
Montreal and over five-sixths of the total has been added in the Provinces of 
Ontario and Quebec. As indicated in Chapter 1 the growth of the great 
urban areas of Canada has been associated not only with secondary manu- 
facturing but with the resource, primary and agricultural industries and the 
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evenly spread throughout this comparatively small industrial belt. One finds 
for example a much higher degree of industrialization in the Toronto-Kitch- 
ener-Hamilton triangle than between Oshawa and Cornwall, and there is 
a much greater concentration of manufacturing in the vicinity of metro- 
politan Montreal than in the region between Three Rivers and Quebec. 
Table 26 indicates that over half of all Canada’s secondary manufacturing 
is to be found in the four metropolitan areas of Montreal, Toronto, Hamil- 
ton and Windsor. Domestic manufacturing is more concentrated regionally 
than any of the other commodity producing sectors of the economy in which, 
with the obvious exception of agriculture, the share of the central provinces 
does not diverge widely from their share of total population. That the re- 
source and primary industries are less concentrated in the central provinces 
reflects both the location of the resources themselves and the fact that these 
industries usually find it economically desirable to be located at or near the 
source of their basic materials. Because of the relatively large amounts of 
investment associated with the primary industries, the construction industry 
is also relatively less concentrated in the central provinces. Similarly, the 
essentially personal nature of most of the service industries has meant that 
they have tended to follow more or less closely the provincial distribution of 
population. 


The reasons for the concentration of secondary manufacturing are of 
course intimately connected with the nature of the industry. In general the 
location of secondary industries is governed by sales considerations and 
plants tend to be built at or near the centre of the main market to be served. 
This market orientation is largely due to the fact that most products of 
secondary industry are expensive to ship, while in contrast, raw materials, 
having been processed at or near their source because of their weight-losing 
characteristics, can be shipped comparatively cheaply. Packaging, ware- 
housing, and the freight rate structure also combine to make it more eco- 
nomic to transport primary materials to the factory than to send secondary 
goods long distances to their markets. In Canada, the concentration of manu- 
facturing facilities in the main market area of the central provinces, particu- 
larly southwestern Ontario, is intensified by the fact that regional markets 
for most products are not large enough to justify the very high costs of small 
scale operations involved in decentralizing production. However, some 
secondary industries which are strongly oriented to local markets because of 
the high weight/value ratio of their products or the perishable nature of 
their output are exceptions to this rule. Examples of such products are 
building materials, beer, paints, and bread. In these cases, transportation ex- 
penses and the ability to carry on production efficiently in relatively small 
units have led to the growth of numerous plants across the country to serve 
regional or local markets. This is true also of certain products of the 
electrical industry, particularly wire and cable. 
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main supplies of ore and coal. The other two producers are more material- 
oriented and while each has an edge in regional markets they are both at 
some disadvantage in the central Canadian market. It is interesting to note 
that both owe their present locations to decisions made more than 50 years 
ago, when steel rails were a more important product than they are today. 
The more labour-intensive industries such as textiles, clothing and the as- 
sembling of electronic components have tended to locate where there is an 
ample supply of cheap and comparatively unskilled labour. Therefore, like 
the United States textile mills which have moved to the south, they have 
attempted to stay away from industrial areas, where other firms bid up the 
price of labour, in favour of smaller towns where not only is labour cheaper 
but the selection of workers is greater. One finds, for example, that in 1953 
two-thirds of Canadian primary textile employment was provided in towns of 
less than 50,000. If synthetic production is excluded there has over the 
years been a noticeable shift in textile production, as in other consumer soft 
goods, from Ontario to the outlying industrial areas of Quebec. 


As one would expect from the preceding discussion, secondary industry 
accounts for a higher proportion of all commodity production in the two 
central provinces than in other areas; the percentages in Ontario and 
Quebec were 57 and 48 respectively while for other provinces the figures 
ranged from 31% in Manitoba to 8% in Newfoundland. However, as the nature 
of production in Canada’s various economic regions are described in the 
Commission’s study Some Regional Aspects of Canada’s Economic Develop- 
ment, this subject will not be pursued in detail here. It might be noted, 
however, that lower labour costs, the development of special skills, the 
growth of regional industries, as well as a number of historical factors have 
contributed to the existence of a limited range of manufacturing activity in 
the Maritime Provinces. The production of chocolates and confectionery, 
shoes, textiles, stoves, and of course, boatbuilding are examples that come 
to mind. In addition to the usual secondary industries of a local nature, 
primary iron and steel, shipbuilding, and railway equipment is important to 
this region. In Manitoba clothing and textiles are important industries, owing 
their establishment largely to the regional market for farm clothing. Winni- 
peg’s importance as a railroad centre has also led to the development of a 
significant transportation equipment industry. In Saskatchewan and Alberta, 
petroleum refining is the most important secondary industry and accounts 
for about 30% and 20% respectively of net secondary manufacturing pro- 
duction in these two provinces. In British Columbia iron and steel products 
comprise the most significant single secondary group. This is due, among 
other reasons, to the added protection from eastern competition conferred 
by distance, the importance of structural steel and bridge building, and the 
production of certain regional specialties like power saws. Shipbuilding for 
both regional and national markets is also significant, and accounted for 10% 
of the province’s secondary industry in 1953. 
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Capital Investment 


We now turn to the capital expenditures of secondary industry. As 
Shown in Table 28, secondary manufacturing in 1955 accounted for some- 
what under 10% of the total fixed capital expenditures (i.e. excluding in- 
ventories) or considerably less than the 20% which it contributed to national 
output and employment. Its share of new investment has varied considerably 
from year to year but no clear-cut trend is discernible. In comparison, the 
resource and primary manufacturing industries, including gas and oil pipe 
lines, account directly for over a fifth of all investment although their con- 
tribution to total output is not much more than 10%. In brief, secondary 
manufacturing is less capitai-intensive and more labour-intensive than the 
primary industries in that it uses fewer units of capital and more units of 
labour to obtain a given amount of output. This conclusion is substantiated 
by figures given in Output, Labour and Capital in the Canadian Economy 
where it is estimated that in 1955 capital investment per worker was $24,400 
in the resource industries, $12,275 in primary manufacturing and $6,875 in 
secondary manufacturing. In the service industries, which are not easily 
mechanized, the figure was only some $2,450. 


Since investment data for secondary manufacturing alone are not avail- 
able prior to 1948, the period is too short to permit confident assertions about 
investment trends in this sector. There is, however, some evidence that in 
this very short period the relationship of investment to output has been 
rising. Thus, for the four years 1948-51 new capital expenditures amounted 
to 4.2% of gross output as against 4.9% in 1952-55. After allowing for any 
distortive effects of investment associated with defence projects, these 
figures would seem to indicate a relatively increasing use of capital in the 
domestic manufacturing sector. This is similar to the experience of many 
other sectors of the economy. In 1956, secondary manufacturing invest- 
ment, particularly in iron and steel and electrical products, showed a further 
sharp increase. 


It is not proposed here to analyze in detail the many and complex 
determinants of investment in the secondary manufacturing sector. Of over- 
riding importance, of course, has been the judgment and confidence of 
individual businessmen as to the profitability of capital expenditures. This 
in turn has been linked to the past and anticipated growth of their markets 
and their ability to compete for the resulting demand on a sound cost basis. 
Other factors than the rate of growth of output have affected investment, 
however, including the degree of utilization of capacity and the age and 
obsolescence of plant and equipment. Also of great importance have been 
the increasing flow of technological innovations, the development of new 
products and processes, the need to reduce labour costs, and shifts in the 
composition of output towards products which require the use of more 
capital-intensive techniques. Investment has also been affected by variations 
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in the available supply of money, machinery and materials, either due to 
general economic conditions or to changes in the profitability and financial 
position of the individual firm or industry. 


The investment pattern of individual secondary industries is shown in 
Table 29. Despite the marked upward trend in the totals for the last eight 
years, high levels of confidence about longer-term prospects, and an increas- 
ing tendency for businessmen to take a long-range view of their investment 
programmes, it is clear from the table that short-term business fluctations 
affect the investment of individual industries from year to year. It should 
also be emphasized, however, that the investment programmes of many in- 
dustries involve the expenditure of large sums of money and bring about 
relatively large increases in capacity. In view of the “lumpiness” of this 
process, investment cannot grow evenly from one year to another quite apart 
from variations in business confidence. This is particularly true of such 
capital-intensive projects as the building of a new oil refinery or a large 
automobile assembly plant. It is also true of the primary iron and steel 
industry in which investment fell to one-third of its 1948 level in 1950 
reflecting the completion of the first wave of postwar expansion. Following 
Korea, investment rose more than ten times to its peak in 1952, fell to less 
than half this level in the 1954 recession, and has swung upward sharply 
again in the third round of postwar expansion in 1956 and 1957. This is 
perhaps an extreme example, but similar variations have occurred in the 
aircraft, motor vehicle and railway rolling stock industries. Swings in capital 
outlays are much less pronounced in the non-durable consumer goods in- 
dustries like textiles and bakery products where demand is less volatile and 
the production unit is considerably smaller. It should be noted that fluctu- 
ations in investment which have been due to sharp changes in short-run 
business confidence have added somewhat to the costs of capital programmes 
because such changes have tended to cause investment outlays to be con- 
centrated in boom periods when prices were rising. 


It will be seen from Table 30 that nearly one-fifth of total secondary 
manufacturing investment in 1955, compared to less than 10% in 1949, was 
attributable to the petroleum products industry. This illustrates how the 
rapid growth of a highly capital-intensive and technologically advanced in- 
dustry has altered the composition of output, or product mix, of secondary 
industry and hence the relationship of investment to output in the sector as 
a whole. The impact of this one industry can be judged from our estimate 
that its new investment in real terms has been equal to nearly 60% of its 
Gross Domestic Product for the eight years from 1948 to 1955; for 
secondary manufacturing as a whole the figure was about 10%. The relatively 
rapid rise of the capital-intensive primary iron and steel and motor vehicles 
industries, and the high rate of obsolescence and new product development 
in those industries, has also contributed to the growth in secondary manu- 
facturing investment relative to output. The proportionate decline in invest- 
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ment and output in the more labour-intensive bakery, leather, clothing and 
textile industries has contributed to the increase in the investment-output 
ratio in a somewhat different way. 


Within nearly all industries, shifts away from handicraft types of pro- 
duction towards more mechanized output have taken place. This is perhaps 
most obvious in the secondary food processing industries but it is also 
clearly true, for example, of textiles. Synthetic fabrics account for about 
one-third of textile production compared to less than 10% in 1939, and as 
production of these fabrics requires relatively large amounts of capital, they 
account for an even larger proportion of new textile investment than of 
production. The textile industry, particularly the cotton and woollen 
sections, also provides an example of how a contracting market, intensified 
competition, relatively unprofitable operations, and depleted financial re- 
sources can combine increasingly to affect both the ability and the desire to 
invest. Of course the difficulty of mechanizing certain operations in this and 
other labour-intensive industries, to be referred to later, has also been a 
factor of considerable importance. Investment in the railway rolling stock 
and agricultural implements industries in recent years has reflected the effects 
of more or less prolonged periods of excess capacity. The pattern of outlays 
in the aircraft and shipbuilding industries also reflects the existence of un- 
used plant facilities as a result of variations in defence orders. 


The foregoing are only examples of a few of the factors which must be 
kept in mind when reviewing investment expenditures in individual 
secondary industries or in the sector as a whole. While we have not 
attempted any detailed analysis of these factors, it is clear, nevertheless, that 
prosperity, full employment, and high levels of business confidence have in 
the past decade contributed to a widespread increase in the proportion of 
investment to output in the secondary industry sector. This development 
has been reinforced by a growing awareness of the benefits, indeed the 
necessity, of increasing investment in order to control costs and to increase 
productivity in an age of rapidly developing technology. It has also reflected 
the relative growth of the more capital-intensive industries within the 
secondary manufacturing sector. As we will suggest later, those industries or 
segments of industries which have been unable or unwilling to continue 
mechanizing their operations have found it increasingly difficult to compete 
for scarce resources with those expanding secondary and other industries 
which have been successful in applying larger amounts of capital to their 
production processes. 


Imports” 


We have noted that the growth of Canadian secondary industry has 
occurred in the face of substantial import competition, and that imports 


“More extensive description and analysis of past and prospective trends in the nation’s imports will 
be found in the study prepared for the Commission, Canada’s imports. 


at 
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have always supplied an appreciable share of the domestic market for manu- 
factured goods. Essentially, these imports reflect the relatively higher costs 
of manufacturing in Canada. More detailed analysis of the import com- 
petition facing individual industries and products will be provided in later 
chapters when the main factors affecting the costs of domestic manufacturing 
production are discussed. 


This section will be concerned primarily with a discussion of the broad 
economic reasons for the volume and general pattern of Canadian imports 
of manufactured goods and for changes in the level and the source of these 
imports. 


It must be emphasized initially that the competitive pressure of imports 
has been tempered throughout our history by the tariff and other instruments 
of national policy. Tariff rates vary widely from industry to industry and 
from product to product. Although there are numerous references to indi- 
vidual tariffs in the discussion of the cost and competitive position of Can- 
adian industries, we did not attempt to undertake a comprehensive de- 
scription or analysis of the tariff as this subject is fully dealt with in a special 
Commission study.? However, the principal rates which apply to products of 
Canadian secondary industry are summarized in Table 31, drawn from this 
latter study. It is sufficient to note here, as an indication of the general level 
of tariff protection provided for Canadian secondary industry, that most 
of the significant rates lic between 10% and 25%, although there are a number 
of end-use items and goods of a class or kind not made in Canada on which 
rates are free or low. Variations in protection arising from such other factors 
as dumping, government purchasing policy, and administrative regulations 
are also noted in the present study where relevant, but are discussed in more 
detail in other Commission publications.+* 


It is difficult to estimate the exact share of the domestic market for 
products of secondary manufacturing which is served by imports. In 1953, 
a little over three-quarters of total Canadian imports, or some $3,350 
million, was classified in the trade statistics as fully or chiefly manufactured. 
Despite the difficulties of reconciling these trade figures exactly with the 
classification system used for domestic production, Table 32 indicates that 
something over $2,900 million of these manufacturers could be classed as 
secondary industry production with the balance classifiable as products of 
primary manufacturing. This total of course overstates the volume of im- 
ports which is directly competitive with domestic manufacturing, as a con- 
siderable proportion of these goods are materials or components not made 
in Canada. Sizable imports of final products, such as some types of in- 
dustrial machinery and most higher-priced automobiles, are also not made 
in Canada. In effect, some hundreds of millions of dollars of secondary 


3See Canadian Commercial Policy. 


4See, for example, Canadian Commercial Policy, Canada’s Imports and Canada-United States Eco- 
nomic Relations. 
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manufactured imports complement, rather than compete with, Canadian 
manufacturing production. 


On the other hand, the trade figures tend to understate imports of com- 
petitive goods insofar as these goods, like all imports, are valued f.o.b. their 
point of shipment in the country of origin. This is usually considerably below 
their duty paid laid-down price in the Canadian market, and therefore under- 
states the dollar share of the final market which they obtain. There is no 
precise way of adjusting the figures for this under-valuation and for the com- 
plementary nature of many secondary industry imports. It is reasonable to 
assume, however, that the net effect of these two factors brings the total of 
competitive imports down well below the unadjusted median figure of $2,925 
million shown in Table 25, even when valued at wholesale selling prices in 
Canada. We estimate that the share of the domestic disappearance of all 
secondary manufacturing output (the gross value of production plus imports 
minus exports) which is obtained by competitive imports is probably not 
more than 18% and may well be lower. In comparison, the unadjusted figure 
yields a domestic disappearance ratio of almost exactly 20%. 


As is noted in the Commission’s import study, this comparatively high 
volume of manufactured imports is essentially a reflection of the specialized 
and open nature of the Canadian economy, as modified by the tariff and 
other protective factors. In this setting, individual businessmen and other 
groups in the private sector find it most profitable to devote their resources 
to the production and export of certain items and to import others. That it 
is more advantageous to import certain goods than to produce them in 
Canada is, of course, due to the comparative cost advantages involved in 
specializing on the things we do best and in buying our requirements with 
the proceeds. In short, we import many of the goods which we are capable 
of producing because it is cheaper to do so. This is true because Canada’s 
relative abundance of certain types of valuable resources makes her a com- 
paratively efficient and low-cost producer of a number of resource and prim- 
ary products. This, in conjunction with our relatively small domestic market, 
makes many secondary manufacturing operations relatively more costly in 
Canada. The percentage of our net national production accounted for by 
secondary industry, at just over a fifth, is therefore considerably less than in 
the United States where it appears to be around 26-27%, or than in West 
Germany or England where the percentage is even higher. It follows that 
the percentage of imports to domestic production in secondary manufactur- 
ing will be generally higher than in these other countries. 


A second broad factor which affects the level of imports in the secondary 
manufacturing sector is our geographical location and our way of life. Our 
proximity to the United States, the similarity of American and Canadian 
tastes, common advertising in the two countries, the standardization of pro- 
duction techniques, and the familiarity of Canadian engineers and technical 
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men with United States machinery specifications and performance have com- 
bined to develop a large flow of trade between the two countries. Also con- 
tributing to these imports have been the close personal, tourist, and business 
links between the two nations as well as the fact that many Canadian 
localities are geographically closer to United States regional suppliers than 
they are to Canadian producers, who are usually to be found concentrated 
in central Canada. All these factors have led to a unique type of North Amer- 
ican interdependence which would doubtless continue to make its presence 
strongly felt in almost any conceivable set of circumstances. 


The effect of these economic links between the United States and Canada 
on imports can be seen very clearly in the many parent-subsidiary relation- 
ships between American and Canadian secondary industry. Imports from 
American parent companies and their suppliers are substantial. This reflects 
the fact that many types of goods, especially complex parts used in the manu- 
facture of the same product in the United States, are either not available in 
Canada or are available only at much higher cost. However, many Canadian 
branch plants appear to make a deliberate effort to buy in Canada if this can 
be done on a competitive basis. A number of companies have attempted to 
develop Canadian sources of supply, even though prices may be somewhat 
higher, because of such considerations as customer and public relations, and 
the need for equipment suitable to Canadian conditions. On the other hand, 
the Commission’s study on Canada-United States Economic Relations indi- 
cates that there are cases where the parent channels the subsidiary’s require- 
ments to itself and to its own suppliers. In our judgment the branch-plant 
relationship probably causes imports to be somewhat higher than otherwise 
would be the case, although by far the greater part of these imports is the 
result of straight cost and price considerations and makes available goods 
and components at lower prices than if they were produced in Canada. 


A third broad factor affecting imports of secondary industry products is 
the level and type of Canadian economic activity. When Canadian economic 
activity is very high and our rate of growth and investment is outpacing do- 
mestic savings, as in 1956, demand tends to spill over into imports, particu- 
larly from the United States. Such periods of rapid growth have characteris- 
tically been associated with high levels of investment and exports, a 
conjuncture which attracts large inflows of non-resident capital. These in- 
flows help to finance high levels of imports of secondary manufactures and 
may in many cases be directly responsible for increased purchases of invest- 
ment goods not readily available in Canada. Similarly, in less prosperous 
times imports and capital inflows tend to fall somewhat more rapidly than 
domestic production, thus cushioning the adjustment required in Canada as 
a whole and secondary industry in particular. As has already been noted, this 
was true, quite apart from the effects of tariff changes, in the depression of 
the 1930’s, to a lesser extent in the recession of 1954, and in other com- 
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parable periods throughout our history. In short, imports of many manu- 
factured goods constitute a marginal source of supply, drawn upon heavily 


when Canadian production is running at capacity and falling off when domes- 
tic activity declines. 


That this import adjustment works as it does is due not only to changing 
levels of economic activity in Canada but also to shifts in the composition of 
Canadian output which accompany these changes. Machinery, equipment, 
and other investment goods such as primary iron and steel, trucks and com- 
parable products accounted in 1953 for not far short of one-half of all 
secondary manufactured imports. When a decline in Canadian activity oc- 
curs, domestic investment tends to fall rather more sharply. Because business 
investment has a higher than average import content and also because in- 
vestment goods are so important in total imports, these imports tend to fall 
faster than secondary industry production generally. Similarly, about one- 
sixth of total secondary manufactured imports is now made up of consumer 
durables such as automobiles, furniture, electrical appliances, and their com- 
ponents, all of which are very responsive to changes in the level of Canadian 
personal income and expenditure.® Moreover, downturns in the nation’s 
economic activity also tend to bring about a decline in the foreign exchange 
rate which raises the Canadian dollar price of imports. They also lead to 
some increase in competition between Canadian producers which puts pres- 
sure on domestic prices. Canadian manufacturers thus gain a larger share 
of the market when the economy is less buoyant. This substitutability be- 
tween local production and imports has usually meant that a large part of 
the fluctuations in domestic inventories has spilled over into imports, with 
the imports falling during an inventory run-off and rising in times of inven- 
tory accumulation. This characteristic of imports has been the principal 
reason why expanding imports are not inconsistent with the rapid growth of 
such Canadian industries as primary iron and steel, electrical apparatus, and 
chemicals. However, the desire of Canadian purchasers to maintain contact 
with foreign suppliers in order to be assured of reasonable treatment in 
periods of shortage may to some extent cause imports to be higher in periods 
of easy supply conditions in Canada than would otherwise be the case. 


Movements in the total of secondary manufactured imports over the past 
25 years have reflected these three broad influences—specialization, links 
with the United States, and variations in the level of Canadian activity. In 
attempting to make a long-run comparison, however, allowance has to be 
made for the distortive effects of the depression, war, and immediate postwar 
years. It is for these reasons that we follow the pattern of the Commission's 
import study in believing that the most meaningful long-run comparison 
which can be made of secondary industry imports is that of 1929 with 1953; 
the latter year was chosen in the absence of final and complete data for 1955. 


5See Append'x to Chapter 2 of Canada’s Imports, for a discussion of the end-use classification of 
Canadian imports. 
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Such a comparison should yield reasonably valid results since both 1929 and 
1953 were years of high activity in Canada and since both were relatively 
free of any marked short-term distortive influences. The unadjusted import 
figure of about $750 million shown in Table 25 suggests that the import/ 
domestic disappearance ratio was some 23% in 1929 compared to 20% in 
1953, a noticeable if not spectacular decline of some 10% to 15% in the inter- 
vening two and a half decades. The results naturally vary widely from indus- 
try to industry and from one product to another. It is also interesting to note 
that an attempt to adjust for the effects of import valuations and non-com- 
peting imports in the two years yields much the same results. 


In the severe depression of the 1930’s, the ratio of imports to domestic 
disappearance was abnormally low due to the low level of economic activity 
and the extreme decline in capital investment in Canada. This particularly 
affected imports of machinery and consumer durables. Protection to manu- 
facturing was also increased significantly due to changes in tariff rates, to the 
effect of specific duties in a time of falling prices, and, as already noted, to 
a very substantial increase in administrative restrictions. As a result of these 
developments all secondary manufactured imports accounted for only 16% 
of total consumption in 1937, and the figure was lower at the depth of 
the depression. However, across a broad range of manufacturing, as is shown 
in the import study, the import share was even smaller in 1948 and 1949 
than it had been in 1937. This was, of course, due in part to the im- 
position by Canada of exchange and trade controls as well as to the short 
supply of imports from Europe because of postwar reconstruction needs. In 
addition, prior to the devaluations of 1949, European exchange rates were 
artificially high and did not reflect the relative inflation and loss of competi- 
tive power which those economies had suffered. 


The combined effect of European recovery, of the freeing of the Cana- 
dian exchange rate from its devalued 1949 level, (in 1953 it averaged some 
3% to 4% higher than in 1929), and of the abolition of import restrictions all 
worked to remove a series of abnormal limitations on Canadian imports. 
Much of the increase in Canadian imports in the last few years has been the 
result of a re-establishment of a normal competitive import relationship. 
Comparisons of the import share of domestic manufacturing in the early 
postwar years with more recent periods do not therefore provide a satisfac- 
tory or fair guide to the long-run competitive position of these industries in 
that “what is being compared is a period during which imports were abnor- 
mally low with one in which imports were more or less normal for a rapidly 
growing .. . Canadian economy.®” The import ratio in 1956 appeared to be 
close to its 1929 level but this appears to have reflected the abnormal strain 
on Canadian capacity rather than any fundamental deterioration in the Cana- 
dian competitive position. The long-run decline in import shares from 1929 


8Canada’s Imports, Chapter 3. 
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to 1953, while small, occurred in spite of a small adverse movement in the 
exchange rate and a long-run decline in tariff protection. It has, therefore, 
been more than wholly attributable to a basic improvement in the telative 
costs of Canadian domestic manufacturing production. 


The composition of secondary manufactured imports by broad industrial 
groups is also shown in Table 32. As already indicated, close to two-thirds of 
these are accounted for by machinery and equipment, investment goods, and 
consumer durables, in many of which foreign producers have significant cost 
advantages. In fact, a number of these items are simply not made in Canada 
because the market is not large enough to justify setting up production; the 
automobile, electric apparatus, machinery, electronics, and iron and steel 
industries provide examples. For instance, a wide flange mill producing 
structural steel beams requires a minimum output of some 550,000 tons an- 
nually to be reasonably economic while the whole Canadian market absorbs 
only 160,000 tons in the present period of high construction activity. Agri- 
cultural implement imports are a rather special case. With free trade between 
Canada and the United States in these products, our producers tend to 
specialize in the production of self-propelled combines and certain other items 
while depending almost exclusively on imports of tractors, which accounted 
for some 60% of farm machinery imports in 1953. In the consumer soft goods 
field, imports of textiles and clothing, mainly the former, were the most 
significant group in 1953, accounting for just under 10% of all secondary in- 
dustry imports. It can be seen, however, that the importance of textile im- 
ports to secondary manufacturing imports as a whole has declined since 
1929, due mainly to the decline in the importance of the industry’s produc- 
tion relative to that of the sector as a whole. On the other hand, the decline 
in the relative importance of primary iron and steel imports reflects the im- 
provement in the competitive position of this industry and the increasing 
variety of products made in Canada. This is also true of the decline in im- 
ports of alcoholic beverages, although special factors connected with United 
States prohibition had some influence on 1929 imports. Industries in which 
imports have expanded in importance relative to those of the sector as a 
whole include aircraft, farm implements, and almost all classes of non-agri- 
cultural machinery, the latter reflecting the increased ratio of machinery and 
equipment to national production. 


The main sources of some of Canada’s principal secondary industry im- 
ports are set out in Table 33. It can be seen that nearly 90% of the three 
machinery items came from the United States in 1953, while this was true 
also of the two main groups containing consumer durables items, namely 
motor vehicles and electrical apparatus. Indeed, this ratio applies to all 
secondary industry imports; the United States share of this latter total was 
some 83% in 1953 compared to 74% in 1929; the United States share of all 
Canadian imports in 1953 was just under three-quarters. While the increas- 
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ingly close relations of the two countries has been a factor, the main reason 
is that the United States has strengthened its position as the world’s most 
efficient producer of manufactured goods, particularly of such mass-produced 
items as machinery and consumer durables. United Kingdom imports made 
up a significant proportion only of specialty items like Scotch whisky or of 
commodities embodying large quantities of labour such as woollen textiles. 
Imports from other countries did not exceed 15% of the total for any major 
group shown on the table and were important only in specialty or high- 
labour-content items. 


More detailed reference will be made to this question of overseas imports 
in Chapter 5 but it might be noted that the percentage of imported manufac- 
tures originating in the United Kingdom and other countries has fallen from 
19.7% and 6.4% respectively in 1929 to 12.2% and 4.6% in 1953. These figures 
refer only to the sample set out in the table but as this covers over 80% of 
secondary manufactured imports in both years, there is no reason to think 
that the results would differ markedly for the sector total as a whole. The 
decline in the British share of imports has been due to a fall in the United 
Kingdom share of imports of particular goods such as alcoholic beverages, 
rubber products, and cotton textiles. It has also been due to the declining 
importance of their traditional exports to Canada relative to Canadian im- 
ports as a whole. Offsetting this to some extent has been a slightly rising 
United Kingdom share of some increasingly important Canadian imports 
such as non-farm machinery and electrical apparatus. Since the United King- 
dom share of our imports rose to about a quarter in the depression, the de- 
cline in the last 20 years has been more pronounced than comparisons with 
1929 would indicate. Among the reasons for the increase in the United King- 
dom share of imports in the early ’30’s were the large increase in imperial 
preferences (later reduced considerably), the comparative cheapness of sterl- 
ing in that period, and the fact that the United Kingdom share of soft goods 
imports such as leather footwear, paints, and textiles, which suffered rela- 
tively small decreases in demand, was above the average British share of all 
secondary imports. 


The import share of the domestic market for individual products: differs 
widely, even within a single industry, as a glance at Table 34 will show. This 
table attempts to measure the import proportion of domestic disappearance 
for a representative sample of products, in terms of either value or volume 
data, by matching as closely as possible the import classifications with the 
equivalent category of domestic production. Included in the import figure are 
components and parts as well as products which, while not made in Canada, 
would be assigned to the industry in question if in fact they were produced 
here. For the sample as a whole, these inclusions would appear to inflate the 
competing import figures by more than the import valuation methods noted 
earlier understate them; but this nonetheless appeared to be the most prac- 
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tical and realistic method of calculation. Excluded, of course, are such in- 
puts as coal, raw cotton, and other unmanufactured materials. When allow- 
ance is made for variations in tariff protection, the import shares of individual 
products broadly reflect the competitive position of the Canadian industry 
manufacturing the product or products concerned. Similarly, sizable changes 
in the import share of markets for each product from one period to another, 
after taking account of changes in protection and any other special factors, 
tend to illustrate changes in the comparative cost position of our secondary 
industries. 


We have attempted in this section to sketch in some of the broad factors 
which affect Canadian imports of secondary manufacturing production. As 
already indicated in Chapter 2, import competition has undoubtedly affected 
prices and profits of Canadian manufacturers and has limited the growth of 
some of our higher-cost industries. It is also true that the existence of imports 
has broadened the range and intensity of competition in Canada and has en- 
abled the economy to benefit from a relatively specialized pattern of national 
production. At the same time a measure of tariff protection has assisted in 
the development of a large domestic manufacturing industry. In confining 
ourselves to a description of imports, we have not attempted to enter into 
the perennial controversy about what level of imports, and thus what level 
of secondary industry, is desirable. A number of grounds on which this sub- 
ject is debated were mentioned in Chapter 1. But if the appropriate level of 
imports is a matter of controversy, it is quite clear that the import share of the 
Canadian market for secondary industry as a whole has declined somewhat 
since 1929, reflecting the increased ability of domestic producers to compete 
with foreign production despite a small decrease in the protective effect of 
tariff barriers. The main exceptions have been those industries having a high 
labour content and using production processes which are not easily capable 
of mechanization. The reasons which lie behind these developments will be 
dealt with in more detail in the chapters which follow. 
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SCALE OF OPERATIONS AND SPECIALIZATION 
OF PRODUCTION 


The Small Size of the Canadian Market 


We have emphasized in earlier chapters that the domestic market forms 
the principal outlet for the products of Canadian secondary industry; in 
recent years only about 6% of total output has been exported. This depen- 
dence on the home market has stemmed in part from decisions taken around 
the time of Confederation when the United States adopted a high tariff policy 
and when, partly in response to this action, Canadian tariffs on manufactured 
goods were raised as an instrument of national policy. This dependence on 
the domestic market has been accentuated in recent years, despite some re- 
duction in U.S. tariffs, by the tendencies of most overseas countries to apply 
stringent trade and exchange restrictions on North American manufactured 
goods. These restraints, together with the still formidable barriers to entry 
to the United States market, have intensified the dependence of Canadian 
manufacturers on the relatively small Canadian market, and have prevented 
them from obtaining maximum economies from mass production and special- 
ized operations. In these circumstances, it is appropriate that we should 
begin our analysis of the competitive position of Canadian secondary indus- 
try with a discussion of the effects of the size of our market on relative manu- 
facturing costs in Canada. Certainly there was general agreement in the briefs 
submitted to the Commission, and in the testimony of industry witnesses at 
the hearings, that the disadvantage of producing for the much smaller Cana- 
dian market is a serious handicap for most Canadian manufacturers in com- 
peting with imports from the United States. 


Although there-may ultimately be limits to the advantages to be obtained 
from larger and more specialized production units, the continuing realization 
of greater and greater gains from mass production and specialization have, 
of course, been fundamental to the successful development of modern indus- 
try in the United States. These advantages stem from the fact that as volume 
rises, costs per unit of output tend to fall. This reduction in unit costs may 
come about because of a decline in existing overhead charges such as the 
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wages of office, warehouse and maintenance staffs, plant upkeep and depreci- 
ation, design, engineering, tooling and die costs and research and develop- 
ment expenditures. It may also come about because greater volumes of 
specialized production permit the substitution of capital for labour, through 
the use of high-speed, special-purpose, automatic machinery which cannot 
economically be adapted to short runs and a wide variety of uses. As one 
manufacturer put it at the hearings: 
“In modern manufacture there are great advantages to . . . specializa- 
tion. It makes possible the development of straightline, integrated 
manufacture, in plants specifically designed for the product, and with 
equipment that reflects the optimum in the use of power, automation 
and semi-automation. It makes possible lower labour costs per unit 
of product, and permits the manufacturer to concentrate the think- 
ing, efforts and skills of his people on the one product or product 
line, without wastefully scattering their efforts or abilities over a 
larger area.”? 


In summary, it is obvious that efficiency in manufacturing, no less than in 
other phases of our economic life, depends upon a division of labour which 
enables individuals and firms to concentrate their productive efforts on the 
things they do best. 


It is also very obvious that the maximum advantages to be derived from 
increased volumes of output and greater specialization of production and 
skills are far from being realized in Canadian secondary industry at the 
present time. Of course, with the production of Canadian secondary manu- 
facturing encompassing such disparate items as pins and locomotives, custom 
built machinery and mass-produced automobiles, it is evident that the econ- 
omies which accrue from large-scale production and specialization vary wide- 
ly from product to product. Indeed, any general conclusions about the over- 
all effects of scale on secondary industry must be based on a consideration of 
its consequences for individual industries and products. While a broad gen- 
eral pattern also emerges, the analysis in this chapter will be based largely 
on evidence about individual industries drawn from the Commission’s 
studies, from the briefs, and from the hearings. 


No attempt is made in this chapter to make a detailed comparison of 
the size of markets and output in Canada and the overseas countries. Even 
if the data were readily available, the comparison would not be particularly 
relevant. In the first place the United States is a much more important source 
of competition for Canadian manufacturers than all other countries com- 
bined. Canada is part of an integrated North American economy, and our 
tastes, incomes, and productive techniques are much more like those in the 
United States than in any other part of the world. Moreover, only in relation 
to the United States can the Canadian market and Canadian manufacturing 


1Hearings, Toronto, Feb. 1, p. 5755. 
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industry be considered small; the Canadian market for manufactured goods 
is about half as large as that of the United Kingdom, the second most im- 
portant western industrial power, and larger than those of Italy or J apan. It 
is not surprising that in products where these and other overseas countries 
are important competitors in the Canadian market any cost disadvantage of 
Canadian industry is ordinarily traceable to wage differentials, rather than 
to the handicap of a smaller market and shorter production runs. There are 


some exceptions to this, of course, and where they appear to be significant 
they will be referred to in the text. 


In view of the general lack of reliable and comprehensive data on mar- 
kets for products of secondary industry in the United States and Canada, we 
have been compelled to rely largely on comparative output data. However, 
if allowance is made for the imports and exports of both countries the data 
on production may be used as a measure of markets. In Canada production 
figures understate the relative size of the Canadian market by about 10% to 
15%, or the amount of the net import balance of Canadian secondary industry 
as a whole; for individual industries the difference between output and mar- 
kets is sometimes larger, depending on export markets and import competi- 
tion. In the United States, production figures overstate slightly the size of 
the domestic market in that there is an export balance in this sector; how- 
ever it is small in relation to domestic sales. While an attempt is made in the 
discussion of the position of individual industries to adjust the output figures 
for this factor, it should be emphasized that the effective figure for purposes 
of evaluating the handicap of scale is the relative volume of production in 
the two countries. 


Some figures of comparative output in Canada and the United States 
are given in Tables E and F. Table E lists 1953 employment and value added 
for most of the secondary industries. Table F provides comparative output 
data for some of the more important or representative products manufac- 
tured by secondary industries in the United States and Canada. The over-all 
statistics indicate that in dollar terms the production of American secondary 
industry is 18 times that of Canada. Actually in terms of physical output, the 
difference is somewhat greater than this 18 to 1 ratio; the concept of value 
added used in the United States production statistics is more “net” of inputs 
bought from other industries than its Canadian counterpart, and American 


prices of manufactured goods are somewhat lower than Canadian prices, _ 


probably by more than 10%.” The effect of these adjustments would be to 
bring the ratio of real output up to a level of 21 or 22 to 1. On the other 
hand, the adjustment for imports referred to in the foregoing would mean 
that the ratio of domestic disappearance in physical terms is of the order of 
18 or 19 to 1. It will also be noted that the relative employment ratio is about 
14.5 to 1, reflecting the much higher level of output per man in American 
secondary industry. 


2See detailed reference to this price differential in Commission study Canadian Commercial Policy. 
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Table F 


COMPARATIVE PRODUCTION OF SELECTED PRODUCTS, 
UNITED STATES AND CANADA, VARYING DATES 


Production 
United 
Product Unit Year States Canada 
ect attests tin): Oo (million bbls.) 1954 88.8 8.4 
Cigarettes fy tet IRR Te (billions) 1954 402 22 
Rubber fires’. 4." "... <5... (millions) 1954 89.2 6.2 
Grasolines paint. ce er. .be (million bbls.) 1954 1,270 69.6 
Broadwoven cotton cloth (million yards) 1954 9,764 264 
Primary steel ingot (total) (million tons) 1955 116.50 5) 2) 
Sicelbplatcshmerenne vse S 1953 9.03 WD 
Sinplatewparcrsae tien. & ne 1953 4.85 24 
Sthuctunalusteclon wa... ss 1953 5.99 ) 
Galvanized sheet....... ~ 1953 YS} sil 
Automobiles ans sa. (thousands) 1954 5,560 318 
IRETO RSs E14 eather aera of 1953 1,202 121.1 
IRCGHUEOEWOS J Foun co aoe ey 1954 3,425 230 
Washing machines 
(GMO MTAHO) § 5 osge obs tg 1954 2,420 28 
Washing machines 
(WIN Ser) See = ay 1954 1,230 192 
Vacuum cleaners....... a 195455 25782 116 
Floompolishersmass ste. es 1954 325 130 
IBlectricurangesmnr. «toes re 1954 TELS 168 
TOMenneceZers aera « e 1954 975 8 
Glothesndiyers a mmiess “ti 1954 656 21 
Miclevisionisetsemmeietaer 3 1954 ~=7,300 611 
IRE VG IOS NSS are oe oer i 1954 6,415 488 
Gypsum wallboard..... (million sq. ft.) 1954 12,564 263 
Buildinesbrickswess aces (millions) 1954 6,154 460 
Stance tua lntile eases yearn (thousand tons) 1954 954 186 


Sources: D.B.S.:Canadian Statistical Review. 
United States Annual Survey of Manufactures. 
Survey of Current Business. 
Commission studies Canadian Electrical Manufacturing Industry and 
Primary Iron and Steel Industry. 


United States 
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To avoid confusion about these comparative United States and Canadian 
figures, and to contrast them with other relevant statistics, the following brief 


table is provided: 


Table G 
Ratio 
United States Canada U.S. to Canada 

Population (millions) 1955 ........ 165.3 15.6 ORG 2 iI 
Gross National Product 

GS: lonlliovn)) SUSISIS) dzesdaavosssanedosese Ss 209 $ 26.8 AWG 8 il 
Production workers in 

secondary industry 

(ihousands)mlOSG mes t. cr 11,964 824 14.5: 1 
Value added—secondary 

industry ($ billion) 1953 ...... $ 6107.8 $ 6.0 TSH reo 
Physical output—secondary 

industry (approximation) ...... a — DG Oty). cae 
Market for secondary industry a a0 ana 


products (approximation) ...... — 
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It is fairly obvious that the relative demand for many products diverges 
widely from the rough 18 to 1 difference in market size. It would be 
surprising if this were not the case; in spite of superficial similarities the 
structures of the two economies are appreciably different, and these dif- 
ferences tend to be reflected in the demand for and production of secondary 
industry products. The importance of the primary export industries in Can- 
ada, for example, has led to a relatively large domestic demand for such 
products as pulp and paper machinery, paper mill felts and mining ma- 
chinery, and Canadian manufacturers have tended to specialize in these 
products. The extensive development of the Canadian railway system, in 
response to the need to transport wheat and other bulky primary materials 
over long distances, has contributed to the growth of a railway rolling stock 
industry nearly one-third as large as that in the United States. On the other 
hand, the fact that the United States production of industrial machinery is 62 
times as large as the Canadian reflects the greater development of more com- 
plex manufacturing processes in the United States, which only a very large 
and industrialized economy can support. The market differential, although 
above average, is much smaller than the production difference, due to the 
large imports of machinery that cannot be manufactured economically in 
Canada; much the same considerations apply to sections of the primary iron 
and steel industry. 


The relative demand for manufactures in the two countries is also 
affected by differences in income, tastes, and consumption habits. The United 
States demand for automobiles, in particular of the higher priced variety, is 
considerably greater in relation to income than the demand in Canada, re- 
flecting both the high elasticity of demand relative to income and the more 
important place the automobile appears to hold in the American scale of 
values. The same is true of many other consumer durables, particularly the 
newer products such as home freezers and automatic washing machines. The 
much higher rate of expenditure on research and development in the United 
States produces a steady flow of innovations in that country, and this, 
coupled with higher United States incomes and more ready acceptance of 
new and more expensive products, causes American consumption to be 
relatively much higher than in Canada. Initially the proportionately small 
Canadian demand is supplied by United States producers, but when the 
product is better established, and Canadian demand is large enough to make 
possible a reasonably efficient manufacturing operation, Canadian production 
expands rapidly and the gap in output is reduced to more normal levels. A 
recent important example of this was the rapid growth in the Canadian 
production of television receivers between 1954 and 1956; currently the 
ratio of Canadian output to that of the United States is about 1 to 12, which, 
due to the lag in the introduction of television into this country, is somewhat 
above average. 


SCALE OF OPERATIONS AND SPECIALIZATION OF PRODUCTION 


There are a few products where the process has worked the other way, 
with development occurring in Canada in response to special demand in the 
Canadian market. Among the electrical goods, floor polishers and electric 
kettles, and in the agricultural machinery industry, self-propelled combines, 
are examples of this. In still other products lower Canadian incomes and 
differences in tastes have led to production being maintained at a high level 
while United States production declined. For example, in Canada the per 
capita market for standard wringer washers is relatively much greater than 
in the United States, so that the output ratio in 1954 was about 6 to 1 com- 
pared with 86 to 1 for automatic washers. The difference in incomes is 
probably the explanation of why the average Canadian drinks as much beer 
as an American, in contrast to a much lower per capita consumption of 
spirits. It probably also explains why Canadian cigarette consumption is 
cnly little more than half as great on a per capita basis, although Canadian 
use of tobacco for home-made cigarettes is relatively greater; it may well be, 
however, that differences in taxes on tobacco in the two countries have some 
effect on this comparison. The per capita consumption of textiles in Canada 
is about two-thirds that of the United States, or not very different from the 
disparity in incomes. In contrast, Canadian industries with substantial ex- 
port sales generally have a higher than average output relative to that of the 
United States. Exports of some products such as rye whisky or self-propelled 
combines are in many years as large as or larger than sales on the domestic 
market. For other products such as synthetic rubber, trucks and typewriters, 
export sales may also account for a significant proportion of output, as is 
true also of products such as Hudson Bay blankets and ice skates which 
may be regarded as Canadian specialties. 


Size of Market and Competitive Position 


These wide variations between the size of the market in the United States 
and Canada for individual products of secondary industry are reflected in 
the competitive position of the industries concerned. As is pointed out in 
the Commission’s import study, there appears to be a close correlation be- 
tween relative size of markets and import shares; as the market difference 
widens the proportion of the Canadian market held by imports tends to rise. 
In the industrial machinery industry, for example, imports supply less than 
20% of our pulp and paper machinery requirements, where our market is 
relatively large, and close to 100% of printing and textile machinery where 
our market is small relative to that of the United States. Similarly the Can- 
adian market for locomotives and freight cars is relatively much larger than 
the normal United States—Canada market relationship, and imports into 
Canada are low. In the field of electric appliances the same pattern appears 
evident; in the example given above of the Canadian market for washing 
machines, the relatively high Canadian use of wringer type machines is 
matched by low imports, and the low demand for automatic machines by a 
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high import share of the existing market. In such appliances, however, as we 
have pointed out, growth in the Canadian market will normally lead to ex- 
panded production and a lower import share of market. 


It must be emphasized, of course, that a relatively large market in Can- 
ada for any product does not of itself guarantee that the product can be 
manufactured in this country at a price competitive with imports. This may 
be due to the fact that the Canadian market is divided among a proportion- 
ately greater number of firms than in the United States or to the fact that 
the cost penalty for operating a plant at below minimum efficient size is larger. 
The size of this penalty naturally varies widely from industry to industry and 
product to product. Similarly there is considerable variation in the optimum 
size of production units in the United States depending on the nature of the 
product—its adaptability to mass-production techniques, the complexity of 
design and frequency of design changes, and the special equipment and the 
capital required for the production process. 


Canadian disadvantages in secondary industry are normally at a maxi- 
mum when the Canadian market as a whole is smaller than the output of an 
American plant of efficient size, and when the penalty of operating below 
capacity is great because the product is complex, or because its design is 
altered frequently. In brief, the disadvantages are greatest when capital and 
overhead cost are large and the volume of production available to amortize 
these costs is relatively small in Canada. An example of such a product is 
a deep-drawn body stamping for an automobile; here the Canadian cost dis- 
advantages are very great, and it is not surprising that all our requirements 
are imported from the United States. For smaller and simpler products which 
can be produced by general purpose machinery the difference between the 
size of Canadian and United States plants is not always as large, scale of 
operations not as important, or the penalties of operating below optimum 
capacity not as severe. This is also true of a number of products like beer 
and a few building materials, output of which in both countries must be 
geared essentially to local or regional markets. 


Excessive Division of the Canadian Market 


Even where the Canadian market is large enough in total to make possi- 
ble a few plants of close to optimum size, this concentration of production is 
seldom achieved. In fact, in a number of industries, particularly in the field 
of consumer durables, there are many more producers than would appear 
justified by the size of the market. One clear-cut if perhaps extreme example 
of this was cited by the president of Canadian General Electric, who said 
that in the production of electric refrigerators in the United States the mini- 
mum mass production facility that could be established would have an out- 
put of between 250,000 and 350,000 units per year; with additional invest- 
ment of 20% to 30% the facility would be rounded out to near optimum size, 
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gaining a further reduction in unit costs and increasing the capacity to 
roughly 500,000 to 700,000 units annually. By contrast, the total Canadian 


output of refrigerators in 1955 was 267,000 units—produced by 19 manu- 
facturers!® 


Contributing to the excessive fragmentation of the Canadian market, 
particularly in the field of consumer durables, is the high proportion of 
Canadian companies which are subsidiaries of American firms. The parent 
manufactures a full line in the United States, and its management tends 
frequently to assume that the full line should also be produced in Canada. 
It also appears that many United States firms have entered Canada hoping to 
obtain an unrealistically large share of the market. The inrush of United 
States television manufacturers into Canada from 1952 to 1954 is an instance 
of this; by 1955 there were 21 manufacturers of television sets in Canada 
with an average output of 41,000 units, compared with 45 to 50 producers 
in the United States with an average output of 164,000 units. The American 
parent-Canadian subsidiary relationship is particularly marked, not only in 
the manufacture of electrical equipment, appliances and television receivers 
as noted above, but also in automobiles, rubber products and chemicals. In 
all these industries economies of scale and specialization tend to be substantial, 
but because the American industry structure has been carried over into the 
Canadian market, most of them are characterized by more diversified, less 
specialized and relatively less concentrated manufacturing plants than in 
the corresponding industries in the United States. 


We have indicated that the market expectations of United States firms 
setting up subsidiaries in Canada have not always been realized. There is 
evidence that in spite of lack of profits, and even after repeated losses, many 
parent firms are unwilling to close down the Canadian subsidiary’s oper- 
ations. This reluctance may be due to hope that given new management or 
new products the tide will turn. Perhaps of even more significance is the loss 
of face for the company in the larger arena of American business if it does 
wind up its operations in Canada. As one spokesman for the electrical in- 
dustry stated at the hearings, in referring to competition between the 19 
manufacturers of refrigerators: 


“TI think it is accepted as a matter of pride and principle that they 
have to operate in Canada, and that is why you find so many over 
here .. . I don’t think they will be eliminated from the Canadian 
market until they are eliminated from the American market”. 


One of his competitors, when asked about the obstacles to greater consoli- 
dation of production in the electrical equipment field, said: 


“|. the impediments are the national structures of the companies 
that are in the field. Many of them are not in just this field alone. 


3Hearings, Toronto, Feb. 1, 1956, pp. 5736, 5737; Company submission, 
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They feel there is a future in the business and perhaps they can 
afiord to invest some money for a few years in it and establish and 
build to be one of the leaders”’.* 


One hesitates to attribute irrational behaviour to the American business- 
man, and it may be that the reluctance to shut down a losing operation 
represents a more long-sighted view of the growth of the Canadian market 
than normally prevails. Yet as later discussion on profits shows, it does 
appear that in some secondary industries profits on investment or on sales 
are somewhat lower in Canada than in the United States, which is con- 
sistent with the conclusion that an American company tends to be more 
tolerant of losses by its Canadian subsidiary than if losses occurred in a 
branch plant in the United States. Why this should be so is difficult to see, 
unless it is that the closing of a branch plant in the United States is a simpler 
operation and involves no interruption in the flow of the firm’s products to 
areas formerly served by the plant, while the Canadian tariff and other 
possible barriers to imports may mean that the closing of the Canadian plant 
would largely eliminate sales in Canada. Nevertheless, a number of Can- 
adian subsidiaries have ceased operations; during the past year several 
prominent firms such as Motorola have given up manufacturing in Canada. 
Perhaps it will be possible to make a more fruitful appraisal of this question 
after a few more years of very competitive conditions in secondary industry. 


Specialization of Production 


The division of the Canadian market among a large number of firms is 
of course only one aspect of the problem faced by Canadian producers in 
trying to achieve maximum gains from scale and specialization. Equally 
important and closely related is the fact that the size of the American market 
permits a much greater degree of specialization in that country than is 
possible in Canada. As one executive of a building products company put it: 


“Volume does not necessarily express itself in a large size plant 
(there is an economic limit to the size of a production unit); it may 
take the form of higher specialization. To illustrate the point, there 
is potentially as great a variety of tastes and quality requirements in 
a market of 15 million as there is in a market of ten times that size; 
but only in the larger market will the minority requirements be large 
enough to warrant economical production in specialized plants. 
Where an American plant manufactures a single type of brick, we 
have to produce five, six or more different colours, grades and 
finishes”.® 


It is undoubtedly true that in most secondary industries United States plants 
are considerably more specialized than Canadian. In comparing manufac- 


4Hearings, Toronto, Feb. 1, 1956, pp. 5766, 5742, 5743. 
5Hearings, Montreal, February 23, 1956, p. 7033. 
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turing plants in Canada and the United States one is struck not so much by 
the relatively greater size of the United States production units—although 
United States plants usually are somewhat larger—but by the fact that the 
Canadian plant in practically all cases produces a much greater variety of 
products for its size. The Hamilton plant of the Steel Company of Canada, 
for example, is as large as many efficient steel mills in the United States, but 
it produces many more products. One of our large rubber companies pro- 
duces 600 different sizes of tires in one plant compared to a small fraction of 
that number in most United States plants while some Canadian wire and 
cable plants produce up to 1,000 kinds of wire. 


It appears from these observations that Canadian secondary industry is 
a long way from achieving an industrial structure and production organiza- 
tion of maximum efficiency. During the past few years, of course, Canadian 
business has become much more competitive and there have been some 
signs of increasing concentration of production; there are now fewer Can- 
adian manufacturers of television sets, electric ranges and refrigerators than 
there were several years ago, with some firms having either narrowed the 
range of their production, merged, withdrawn from business, or failed. This 
process has been going on simultaneously in the United States, where com- 
pany mortality, particularly in the field of consumer durables, has been high. 
There is also evidence that growth of the Canadian market has by itself 
encouraged a trend towards greater specialization. The vice-president of 
Canadian Westinghouse commented on this: 


“from my Own company’s experience over the years we tended to 
concentrate all our production in one plant; years ago that was a 
good thing to do because we had one administration where pro- 
duction costs were small and we were able to pool a lot of our ma- 
chinery and equipment. With the larger markets we are able to break 
away a lot of these types of items that we were building out of com- 
mon facilities and put them into single purpose plants and we are 
finding that is one of the answers to our many problems.”® 


It is surprising, however, in view of the substantial economies that could 
be obtained in most industries from further concentration and specialization, 
that Canadian industry has remained as diversified as it has. Of course, to 
some extent this diversification is the inevitable result of the decision to en- 
courage a broader range of manufacturing production in this country than 
would have occurred in the absence of the tariff. Nevertheless, there are 
differences of opinion among economists and businessmen about the forces 
which have prevented the development of a more rational structure of pro- 
duction, and we have made some attempt in following paragraphs to outline 
briefly some of the hypotheses which have been put forward. In the first 
place, it is clear that diversification represents an attempt by Canadian pro- 


6H earings, Toronto, Feb. 1, 1956, p. 5766. 
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ducers to reduce the handicap of short runs in our relatively small and frag- 
mented market. Given the background against which Canadian secondary 
industry has developed, it obviously makes sense for a manufacturer to try 
to keep down overhead costs by using the facilities of a plant for the manu- 
facture of more than one product. This was referred to at the hearings: 


“|. the tendency is to try to build a full line of major appliances 
in the one factory and by utilizing these major facilities, by changing 
tools and combining operations approach an efficient operation 
which you might have if you had a large factory producing a single 
appliance...” 


Greater specialization in Canada is also impeded by the far reaching 
effects of advertising on product differentiation. Canadian buyers, like their 
American counterparts, have brand preferences for stoves, refrigerators, or 
automobiles. Indeed, since the Canadian consumer is exposed to a great deal 
of American advertising, he usually expects the same degree of choice to be 
available in Canada as in the United States. In this type of market it is 
difficult to believe that competition would lead to the complete domination of 
the market by one or two producers when customers will perhaps pay a little 
more for the privilege of purchasing their favourite brand. However, in view 
of increasing price competition in almost all consumer durable industries, it 
is quite conceivable that a few producers would capture such a large share 
of the market that the others would either abandon the market entirely or 
attempt to maintain at least a part of their sales in Canada by importing from 
the parent company over the tariff. Of course, in varying degrees this round- 
ing out of Canadian production by imports does in fact take place at the 
present time. 


It is also argued frequently that in a number of industries, where goods 
are distributed directly from the manufacturer to the large retailers and retail 
chains as well as to wholesalers, the manufacturer must carry a complete 
range of products. Thus he feels compelled to manufacture a number of items 
which he cannot produce efficiently and which require a greater diversifi- 
cation of production than is desirable. In some instances this is done because 
the manufacturer is afraid that greater specialization would not provide him 
with enough volume of output to keep down overhead and selling costs. As 
already indicated, there may be economic reasons for diversification in some 
industries, but this does not by any means apply to all. The Commission’s 
study of the primary textiles industry comments on this issue as follows: 


“The combination of exacting and highly diversified demands in 
terms of quality and limited demand in terms of quantity poses the 
dilemma. On the one hand, Canadian producers feel they must do 
what they can to satisfy their customers, or forfeit the business. This 
objective necessitates production in wide variety. On the other hand 
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their output and over-all scale of operations are much smaller than 
those of their American competitors. This condition involves much 
shorter production runs and denies them comparable economies of 
mass production. Among members of the industry in Canada we 
found common apprehensions that inability to supply a given item 
or range of items may cause a customer, particularly a large 
customer having a wide variety of demands, to take his business 
elsewhere. Further, we were told that lack of domestic supply in a 
certain commodity or line may open the door to duty-free status 
for foreign imports, leading to irrevocable loss of business. We thus 
encountered a general belief that the Canadian industry must con- 
tinue to produce a wide range of products, notwithstanding the 
resulting higher costs, as the alternative to loss of markets.”’8 


A sales executive of one of the largest wire and cable companies in Canada 
stated that his company sold directly to small contractors as well as to 
wholesalers and retail outlets. However, they had found that small orders, 
requiring very frequent machinery changes, were becoming expensive to 
handle, and steps had been taken recently by the company to add an extra 
charge for orders below a certain minimum figure. 


The examples quoted, as well as similar instances in other industries 
such as iron and steel products, suggest that the Canadian system of dis- 
tribution of many secondary industry products is a deterrent to increased 
specialization. This, of course, is unrelated to the existence of American 
branch plants and is simply another aspect of the smaller size of the Can- 
adian market. The volume of business in Canada may not be large enough 
to support the type of wholesaling structure which exists in the United States, 
where the wholesaler builds up a line by buying from many specialized 
manufacturers. On the other hand, it is suggested by some that it is the lack 
of specialization among Canadian manufacturers which has prevented the 
development of the kind of wholesaling organization found in the United 
States. Product differentiation, and the desire of the manufacturer to extend 
his activities into the wholesaling field for a variety of reasons, including 
the servicing of his products, may also be an obstacle to the development of 
a more satisfactory system of distribution in Canada. Lacking more detailed 
information about this area of activity, it is difficult to form a judgment 
as to whether or not the distribution of goods requires manufacturers to 
diversify as much as they believe, or whether it might be possible to evolve 
a method of distributing manufactured products which would be more 
favourable to a greater degree of specialization in industry. 


Undoubtedly the manufacturers are aware of the problem, and some have 
taken action to eliminate some of the less efficient lines. Again to quote from 
the primary textile study: 


“The Canadian Primary Textiles Industry, pp. 48, 49. 
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“It was recognized in the United States that Canadian manu- 
facturers are fully aware of the adverse effects of this problem on 
costs and operating efficiency. It was also acknowledged that in 
recent years some progress has been made in reducing variety, in 
eliminating some of the more marginal items, in concentrating pro- 
duction in given mills and in specialization by company or by 
establishment within companies. 


“The only comment that American opinion could offer was to en- 
dorse a continuation and stepping up of these efforts. Some pointed 
out to us that a similar problem existed in the United States to a 
considerably lesser degree and that many of the fringe items formerly 
produced domestically are now imported. Another expressed the 
problem as “making a break with the past”, or abandoning the 
inherited policy in both countries that a full line of domestic 
products must be made available to consumers. A major theme in 
these comments ran in terms of continuing the present efforts by 
some Canadian firms and more whole-hearted efforts by others to 
concentrate mill activity into fewer items or even to concentrate 
company selection of products”.® 


Recent experience in the leather footwear industry suggests that there 
is more scope for specialization than is perhaps realized by Canadian in- 
dustry. The president of the Shoe Manufacturers Association, in com- 
menting on the entry of American firms into Canada, said at the hearings: 


“.., the advent of American companies into the Canadian shoe in- 
dustry is regarded by some as a new form of competition, an 
extremely active competition. They have introduced a_ highly 
specialized, large volume type of operation that was not in effect 
prior—well, not generally in effect—prior to their coming to Can- 
ada. The Canadian manufacturers have felt in the past that in order 
to secure sufficient volume we have had to have a very broad range 
of footwear, (on the grounds) that the domestic market was not 
sufficiently large for a specialized type of operation. I think it has 
been conclusively proven to us now that there is room for special- 
izing in our present domestic market as far as footwear is con- 
cermed:;° 


It is suggested by some economists that manufacturers are able to fix 
prices behind the protection of the tariff, thereby limiting competition and 
permitting the least efficient producers to continue in business. More particu- 
larly, it is argued, by eliminating price as a competitive factor, diversification 
is about the only way a firm can expand its share of the existing Canadian 


*Tbid, p. 50. 
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market. We find it difficult to believe that tariff-protected price agreements 
are prevalent enough to have a significant inhibiting effect on competition 
and specialization generally. Although the decision to encourage secondary 
industry in Canada has involved some degree of tariff protection and has 
encouraged a wider diversification of manufacturing production than would 
otherwise have occurred, this does not mean that all protected industries are 
free from price competition either within the country or from imports. It 
is true that in the abnormal period of the ’30’s and ’40’s the tariff and ex- 
change restrictions may have hindered the development of a fully competitive 
market, but the postwar reductions in tariffs, the expansion of the Canadian 
market, and the increasingly competitive attitudes of management have com- 
bined in recent years to intensify the degree of competition in almost all 
secondary industries. 


On this subject, Mr. Barber states in his study of the electrical manu- 
facturing industry: “Where the tariff is low enough to allow the import of a 
significant volume of goods the Canadian price will be determined by the 
laid down foreign price irrespective of the number of firms producing in 
Canada. Only where the tariff is high enough to keep out the foreign product 
almost entirely is there room for some measure of tacit or formal price agree- 
ment among Canadian producers”.1? While there are undoubtedly some 
instances of this kind, there do not on the whole appear to be a great many 
examples of products where import competition is ineffective enough to 
make possible the kind of price agreements referred to in the Combines 
report on Electrical Wire and Cable Products. However, as Mr. Barber goes 
on to point out: 


“Tariff reductions would be most effective in enforcing increased 
specialization and greater efficiency where transport costs are not of 
major importance and where products are not significantly different 
in the customer’s eyes. Both these considerations are true of a range 
of industrial apparatus. For example, producers of wire and cable 
would undoubtedly be forced to specialize to a greater extent and 
thus secure the economies of longer production runs if their present 
rather high level of effective protection were reduced.'*” 


It is suggested by some industry spokesmen that diversified production 
is safer. This again may in part be a function of the smaller market in Can- 
ada; when demand for a product tends to fluctuate the Canadian manu- 
facturer may find himself at the mercy of one or two large buyers who 
dominate the market, and who may threaten to switch to readily available 
imports as a bargaining weapon. In fact, it is suggested that some buyers do 
not wish to tie themselves to one source and prefer to spread the buying 


; ; ‘ ‘ : 2 : : ies 
For a detailed presentation of this argument insofar as it relates to the wire and cable industry, 
Ww. Peed ana (dante T past Laws—A Comparative Symposium, Carswell, 1956, pp. 68-90. 
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among several Canadian producers even at some concession on price. The 
United States market is so much larger that the American manufacturer is 
less subject to this kind of spasmodic pressure, although of course exposed to 
rigorous competitive pressure within his own country. Moreover, with rapid 
changes in demand which may make a product obsolete almost overnight, the 
Canadian producer who specializes may in some cases have a more difficult 
time than his opposite number in the United States in finding alternative out- 
lets for his production. A spokesman for one wire and cable company 
suggested that in his industry technological changes are so rapid that firms 
which specialized in a few lines would not know enough about new de- 
velopments to keep abreast technologically; however, this does not appear 
to be a significant deterrent to specialization in the United States. 


There is another view of specialization which has been stated by a large 
number of Canadian manufacturers. It is the fear that as a result of the 
relatively small size of the Canadian market the successful specialist may 
find himself the only manufacturer of the product in Canada; we have 
pointed out that for some products an American plant of optimum size may 
be more than large enough to supply the whole Canadian market. Were there 
to be only comparatively few producers in Canada, many manufacturers 
believe that they would be open to prosecution under the Combines In- 
vestigation Act or at best might expose themselves to a certain amount of 
public antipathy. It may be that this appraisal of the consequence of speciali- 
zation is entirely unwarranted, particularly in view of the strength of import 
competition. Moreover in some industries where scale is important, such as 
certain types of chemicals, production for the whole country is already con- 
centrated in one or two plants, and there appears to be little concern ex- 
pressed about the monopolistic aspects of such industrial concentration 
either by the administration of the Combines Investigation Act or by the 
public generally. Nevertheless, the feeling that undue concentration might 
lead to undesirable consequences is fairly widely held by business representa- 
tives, and this does appear to have had some inhibiting effect on specializa- 
tion. 


In summary, in competing with United States producers, Canadian 
secondary industry is handicapped by its smaller market and inability to ob- 
tain the same economies of scale as its American competitors. These econ- 
omies stem not only from the direct advantages of the large size of market 
but from greater specialization and concentration of production. For reasons 
which we have suggested, Canadian secondary industry is a good deal less 
specialized and concentrated than considerations of productive efficiency 
alone would appear to warrant. In absolute terms, however, Canadian pro- 
duction tends to be more concentrated than in the United States; there are 
generally fewer firms and the larger firms have a greater proportionate share 
of the business. This is a normal consequence of the very much smaller size 
of the Canadian market. But it is against American standards that the 
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efficiency of Canadian secondary industry is here being judged; on this basis 
the only conclusion that can be reached is that greater concentration of pro- 
duction is required if we are to approach United States levels of efficiency. It 
is of course very difficult to determine what the extent of concentration in any 
Canadian industry might be if production were carried out in plants which 
approximated as closely as possible the minimum efficient size of plant in 
the United States. However, some estimates are given in the Commission’s 
study of the question of concentration. Even though for many products one 
plant of minimum efficient scale by United States standards would be large 
enough to supply most or all of the Canadian market, substantial economies 
in costs could undoubtedly be achieved without reducing the number of 
Canadian producers in such a drastic manner. 


In conclusion, it should be pointed out that the growth of the Canadian 
market in the past two decades, together with an increasingly competitive 
business environment, has somewhat reduced the disabilities suffered by 
Canadian producers as a result of the smaller volume and less specialized 
nature of our secondary manufacturing production. Despite some reduction 
in over-all tariff protection this has brought about a slight decline in the im- 
port share of the market for products of secondary industry. At the same 
time it must be noted that the cost disadvantages are still very significant, 
and that the improvements which have occurred have on the whole been 
comparatively small. 


Effects on Individual Industries 


We turn now to examine how these general considerations of size of 
market, scale, and specialization affect various secondary industries. The 
examples are mainly taken from the studies, submissions and the testimony 
of witnesses; it is of course impossible in a broad survey of this nature to 
provide more than an abbreviated presentation of the analysis. It must also 
be emphasized that while broad conclusions may be drawn, they may be 
inapplicable to individual industries or products. Finally, any attempt to as- 
sess how these factors affect the relative position of Canadian industry must 
have regard to different conceptions of “ability to compete”. In terms of pure 
economic efficiency, a Canadian industry may be said to equal its American 
counterpart if its physical output per man hour is as great. A very few in- 
dustries and firms are in this category. A somewhat broader group is com- 
posed of those secondary industries which can produce goods to sell at the 
same price as the American product, but only because of the lower level of 
Canadian wages. In addition, there is the still larger group of industries which 
can compete in the Canadian market with United States imports because of 
the tariff or natural protection; this protection varies widely from industry 
to industry. Wages and other cost factors will be considered in detail in later 
chapters and our analysis here will be primarily concerned with the effects 


14Industrial Concentration, Chapter 3. Estimates are based on research by J. S, Bain and G. Rosenbluth. 
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of scale and specialization on the ability of Canadian manufacturers to com- 
pete with American imports, given the existing level of wages. We shall try 
to indicate in the text the role played by tariffs and tariff changes in order to 
isolate as much as possible the effects of scale and specialization on indivi- 
dual industries. 


The Commission study of the primary iron and steel industry refers at 
some length to the effect of volume on costs: 


“.. generally speaking the Canadian industry is at little disadvan- 
tage as compared with the American up to the blast-furnace level, 
except to the extent that the average size of blast furnaces is some- 
what smaller in Canada than in the United States. In fact, the dis- 
advantage is probably not very great up to the ingot level, except, 
again, to the extent that steel furnaces, too, are on the average 
smaller than in the United States . . 


“At the rolling-mill level, however, the Canadian industry cannot 
hold its own so well on the score of costs... The entire Canadian 
production of steel is less than the individual output of a number 
of the large U.S. mills and the Canadian companies are relatively 
small, only one of them having an ingot output of as much as 2 
millions tons, and two of them being below 1 million tons. There 
are of course many companies as small as this in the United States, 
but because the market is large they have more opportunity for 
specialization. They do not attempt to serve as widespread a market 
with as great a variety of products as the Canadian mills do.”?° 


This study goes on to emphasize that because of the less specialized 
nature of output, Canadian steel mills have to use more versatile equipment, 
and this tends to result in idle time while the equipment is being changed; 
moreover, because of the relatively smaller size of Canadian orders, more 
frequent adjustments to the machinery are required: 


“One company reports that over a two-month period the average 
size of the orders put through a U.S. 56-inch hot-strip mill was 
2% times that of the orders put through its own hot-strip mill, 
and that consequently the number of changes for gauge and‘ width 
was only around 40% of the number required in that period on the 
Canadian mill .. . How much all this decreases productivity it is 
difficult to say. But certainly per man-hour productivity, which 
as has been suggested is probably nearly as good at the blast-furnace 
and open-hearth stages as in the U.S. industry, is lower than in the 
U.S. industry at the rolling mill level, probably by a fair margin. This 
is so even though productivity in the Canadian industry, whether 
measured by ingot output per man-hour or net value added per man- 
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hour, appears to have increased since just before the war by some- 
thing like one-third.’’!6 


The pattern of primary steel imports broadly reflects the extent to which 
Canadian steel producers are handicapped by size of market and scale. 
Products for which the Canadian market is relatively large and the dis- 
economies of our smaller market are not excessive tend to be manufactured 
in Canada; examples of such products which can be economically manu- 
factured in Canada, and where the import share of the market is low, in- 
clude not only products up to the rolling mill stage but rails, galvanized 
sheet, tinplate and many types of steel plates and strip. As shown in Table 22 
of the Iron and Steel Study prices of these items are not very different from 
those in the United States. On the other hand, many products which require 
a very large market for economic manufacture are not made in Canada 
while others of these that are manufactured here are subject to severe import 
competition. Of imports of rolling mill products the two largest groups were 
structural steel and uncoated sheets and strip, which together make up over 
half of the total. As we indicated in the last chapter, the minimum economic 
size of a mill to roll wide flange structural steel beams has a capacity of over 
three times the total Canadian demand. Capital costs of such a mill are very 
heavy, and the economies of scale, particularly in the manufacture of the 
larger sections, are substantial. Much of the sheet and strip imported is of 
larger size than is manufactured in Canada; the combination of a limited 
market and large size of minimum efficient units again is the principal ex- 
planation for the large volume of imports. 


It is interesting to note that typical tariff rates on primary iron and steel 
products run from 5% to 15%, with the ad valorem equivalent of duty collected 
in 1953 and 1954 averaging about 8%. This is appreciably below the average 
for secondary industry as a whole. Due largely to the effect of rising prices 
on specific duties this average is also considerably lower than the average 
protection prevailing before the war; indeed in some cases, such as plates, 
the protection is less than half its 1938 level. Nevertheless because of the 
gains accruing from the larger domestic market, improved machinery and 
techniques, and the introduction of new products by able and aggressive 
management, the import share of the market for primary iron and steel pro- 
ducts has declined from over 40% in the late ’30’s and around 50% in the 
’20’s to just over 25% in 1953. As already indicated, many of these imports 
are non-competing, and the fall in directly competitive imports has there- 
fore been even more dramatic; for example imports of tinplate fell from 
79% of the market in 1935-39 to 24% in 1948 and 4% in 1955. 


When business conditions are active, of course, imports of many standard 
items made by the Canadian industry may be substantial because domestic 
production is insufficient to meet the demand. Moreover, although high 
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freight costs on steel act as a protection for Canadian producers in the 
important southern Ontario market, freight disadvantages make it more 
difficult for them to meet some types of import competition on the west coast. 
As a consequence, imports from mills in the western United States and from 
overseas supply a much larger proportion of the British Columbia market 
than they do for the country as a whole. However, overseas competition 
tends to be somewhat spasmodic in nature. When steel is plentiful, the prices 
of the overseas producers are reduced sharply, and when it is tight, their 
prices rise above those of Canadian producers. In recent years, however, 
imports from overseas have rarely exceeded 20% of total imports, and the 
predominant source of import competition has always been the United States. 


Another industry in which the economies of mass production and special- 
ization are very large due to the complex nature of the product is the auto- 
mobile industry. However, in spite of the fact that Canadian output is only 
one-twentieth that of the American industry Canadian producers have 
achieved a reasonable level of relative efficiency. Nevertheless, considerable 
cost disadvantages are experienced by the Canadian industry, not only at the 
assembly line stage of production, but also in the manufacture and purchase 
of component parts. The Canadian demand for the popular automobiles in 
the lower and middle price ranges is large enough to support assembly op- 
erations that do not involve an unduly heavy cost penalty, although the size 
of the American market permits somewhat more specialization. Despite the 
higher price that must be paid for parts in Canada, manufacturing costs for a 
composite low-priced automobile are only between 10% and 15% above those 
in the United States; the growth in the Canadian market over the past two 
decades has brought this differential down to its present level from some 
25% in 1935. However, the relatively small domestic demand for the highest 
priced automobiles renders Canadian production costs prohibitive and these 
models are therefore imported from the parent in the United States. 


At the preproduction level, including development engineering and 
tooling, the expenses of bringing out a new line of automobiles are enormous. 
A spokesman for the Ford Motor Company of the United States estimated 
that these launching expenses for the 1957 line amounted to $209 million. 
On the basis of a unit volume of 1,500,000 to 2,000,000 automobiles the 
amortization of a sum of this size is not excessive; for the equivalent Cana- 
dian market of 75,000 to 150,000 cars it would be prohibitive. However, 
as all automobile producers in Canada are subsidiaries of American firms, 
they have access to the fruits of the parent company’s expenditures on re- 
search and development, and share the costs presumably on some basis re- 
lated to volume of output. It is not surprising that in recent decades there 
have been no cars of purely Canadian design manufactured and sold in vol!- 
ume in Canada; the recent difficulties of the smaller automobile manufac- 
turers in the United States who must attempt to match the frequent design 
changes of the “big three” and amortize the costs over a very much lower 
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volume, illustrate in a small way the very great problems which would face 
a Canadian producer undertaking to design and manufacture a Canadian 
automobile. An illustration of these difficulties is given in the Commission 
study of the automotive industry in which the effects of volume on costs of 
a small forging were estimated. On the basis of a production run of 4,000 
units against 40,000 units, costs are about 30% higher per unit of output. 
Canadian parts manufacturers can usually approach United States costs on 
the simpler, large volume items where economies of scale are important but 
not dominant. However, as the complexity of the part increases, and the 
capital costs of manufacturing it mount, the cost handicap for the Canadian 
producer rises. Volume becomes all important when the part has style fea- 
tures which involve frequent changes and rapid amortization of heavy initial 
design, die, tooling and capital costs. Such items as large body stamping, 
frames, and automatic transmissions are in this group, and as the Canadian 
market for them is not large enough to make production possible on a rea- 
sonably economic basis they are imported from the parent company. 


The extent to which parts are imported or manufactured in Canada is 
affected by the tariff as well as by the economic factors involved. The Cana- 
dian automobile tariff is designed to encourage the production of parts in 
Canada while at the same time providing some flexibility for the manufac- 
turer in choosing whether to buy from domestic sources or in the United 
States. The tariff legislation provides that if the manufacturers obtain a cer- 
tain minimum Empire (in effect Canadian) content, 60% for the large pro- 
ducers, they are entitled to duty free entry on a broad range of parts of a class 
or kind not made in Canada. It is stated in the automotive study that within 
this tariff framework the manufacturers have usually been able to buy enough 
parts in Canada to achieve the content requirement without paying more 
than a maximum 15% above United States prices. The MFN tariff rates on 
imported parts of a class or kind made in Canada are 172% and 25%, with 
most imports in the last category. Used automobiles are not allowed entry. 
The 172% rate applies on fully manufactured cars, and as previously noted 
all the larger cars are imported over this duty. Competitive imports from the 
United States are usually small, however, presumably in some measure due 
to the close corporate links between Canadian and American producers. 
Despite some freight disadvantage, domestic manufacturers retain the bulk 
of the west coast market by absorbing some of the freight costs. Although 
competition in British Columbia from United Kingdom and German pro- 
ducers is above the national average, with the United Kingdom having the 
additional advantage of free entry under British Preference, the inroads of 
these producers in the Canadian market have not been great in the past five 
years. 

In the production of aircraft the very heavy initial costs of design, pre- 


production development, engineering and tooling make the size of the market 
a crucial factor in determining whether or not economic manufacture can 
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be undertaken. In a Statement on Canada’s Aircraft Industry, submitted to 
the Commission by the president of Canadair, it was stated that the company 
had considered the construction of a new type of transport. Its estimates 
showed that the costs of manufacturing a 32-passenger modern aircraft, up 
to the completion of the first aircraft, would be $12 million. To compete with 
similar types of aircraft, the maximum price which could be charged was 
$450,000. On the basis of a production run of 40 aircraft, estimated costs 
per unit worked out at about $1,000,000. If 100 aircraft were manufactured 
costs would be cut to $670,000 per unit, and to bring costs down to the 
$450,000 level, with no profit, would necessitate the sale of 300 units. It 
did not appear that orders of this magnitude would be forthcoming and the 
project was abandoned. It must be emphasized, however, that the largest 
part of the Canadian aircraft industry is not exposed to the normal compe- 
titive forces of the marketplace. Although some large aircraft orders have 
been received from other countries, the Canadian government defence pro- 
curement programme provides the main basis for the industry’s existence. 
While industry representatives suggest that Canadian development and pro- 
duction costs per unit of output would compare favourably with those in the 
United States if the volume of orders were large enough, it is not surprising 
that the costs of manufacturing aircraft in Canada are considerably higher 
when production runs are small. 


In the railway rolling stock industry, as is indicated in Table F, the 
United States-Canada output ratio is lower than for any other secondary 
industry, and economies of scale are therefore not as important a handicap 
in some segments of the industry. However, in the production of diesel loco- 
motives, the structure of the industry parallels that of the automobile indus- 
try, with the three Canadian producers controlled by the three largest 
manufacturers in the United States. In effect, the same number of producers 
are sharing a smaller market and therefore suffer to a considerable extent 
from the diseconomies of scale. A spokesman for the industry estimated that 
prices are up to 15% higher than in the United States, although Canadian 
locomotives are slightly different from the United States design. Scale of 
production is a factor in the cost differential not only for the complete loco- 
motive but for many component parts as well. Larger markets in the United 
States permit both more single-purpose tooling and more output from facil- 
ities of the same type as those used in Canada. Components which cannot be 
manufactured economically in Canada are imported and with the exception 
of parts for the engine itself which enter duty free, must pay a duty of 25%. 
This contributes significantly to the higher cost of production in Canada. 
In fact, it was stated that with the duty drawback, which applies to exports, 
Canadian manufacturers can compete successfully with American and Euro- 
pean manufacturers in foreign markets.!7 


Hearings, Montreal, Jan. 20, 1956, pp. 3978-3994. 
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In the manufacture of standard box cars scale does not appear to be an 
important direct cost consideration, although insofar as it raises the costs 
of materials used by the industry it does contribute to somewhat higher costs 
of rolling stock in Canada. One observer who had inspected assembly lines 
for freight cars in both countries considered the Canadian operation at least 
as efficient as that of one of the largest United States producers, with volume 
of output nearly as great. The fact that over-all costs are higher in Canada 
is due only in part to the more expensive material which we have mentioned. 
The spasmodic way in which orders have been placed by Canadian railways 
has tended to put the industry on a “feast and famine” basis, with plants idle 
part of the year and then running at an overtime basis, and this has added to 
costs. It has also been suggested that specifications laid down by the Cana- 
dian railways may be somewhat too stringent and the quality of Canadian 
produced freight cars is considerably—and unnecessarily—higher than 
American freight cars. Despite lower wages, the combination of cost handi- 
caps we have noted have caused prices to be some 5% to 10% above American 
levels. In the production of passenger cars, and the lower volume types of 
freight cars, the industry is at a somewhat greater disadvantage from scale, 
although it has nevertheless supplied most of the requirement of Canadian 
railways. 


The manner in which some sections of the electrical manufacturing in- 
dustry have been affected by scale and specialization have been mentioned 
earlier in the chapter. Mr. Barber classifies the output of this industry into 
three broad categories, the first consisting of products which are largely 
custom built, where volume of output is not an important cost factor, and 
where the principal competition comes from the low wage countries overseas 
and not from the United States. The position of Canadian manufacturers of 
these products is referred to in Chapter 5. In the second category is the 
highJy mechanized production of standard products such as lamp bulbs, 
where the Canadian market is large enough to support a plant of close to 
optimum size. In this instance, and in certain standardized products and 
small appliances, Canadian costs approximate those in the United States; 
one might also include in this category such medium-sized appliances as floor 
polishers and conventional washing machines in which, as already noted, the 
Canadian market is larger than average in relation to the United States. 


A third category is typified by electric ranges and refrigerators where due 
to their smaller volume of output Canadian firms have difficulty in approach- 
ing American costs (the style and design of overseas models, with the pos- 
sible exception of vacuum cleaners, have prevented them from becoming a 
factor in the Canadian market). As already indicated the disadvantage stem- 
ming from the small size of the Canadian market is accentuated by the large 
number of firms competing for Canadian business. One firm estimated its 
costs were 11% higher than its United States parent’s on electric ranges, and 
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20% on refrigerators, another said its costs were 20% higher on ranges, while 
Mr. Barber estimates that Canadian prices of refrigerators were about 17% 
higher than the United States prices, and of ranges 20% higher. The higher 
costs in Canada are due to a number of factors—multi-purpose rather than 
special purpose machinery, more time spent on changeovers, and less auto- 
matic machinery, more expensive design, tooling and process engineering 
costs per unit. The study quoted one firm as estimating that its tooling costs 
per unit on ranges and refrigerators amounted to $5.75 and $5.00 respec- 
tively compared with equivalent unit costs in the United States of $0.60 
and $0.50. Moreover, these Canadian costs would be much higher were it 
not for the fact that the parts for which tooling and engineering costs would 
be almost prohibitive are generally imported from the parent or associate 
company in the United States. Canadian producers also reduce the impact 
of the scale handicap by making less frequent model changes than the United 
States parent, and by concentrating on the larger volume models and round- 
ing out their lines by importing certain models from the parent. 


It is evident that imports from the United States tend to be concentrated 
in those components and finished electrical products where disadvantages of 
scale are greatest. The level of these imports is affected in some degree by 
the tariff, the MFN rates on most electrical products being 20% or 2214%, but 
there are many products which cannot be economically produced in Canada 
even with this tariff protection. However, in spite of a significant reduction 
in tariff protection since 1929, with the average ad valorem rates on dutiable 
imports falling from 27% to 21%, Canadian producers have maintained or 
slightly increased their share of the domestic market. This reflects an im- 
provement in their competitive position due to the growth of the domestic 
market, increased specialization and the pressure of more competitive con- 
ditions in Canada itself. 


It must be noted, however, that in this and other industries protection 
may be somewhat greater than indicated by the nominal rate of the tariff. In 
the first place, there may be a significant difference between the effective and 
nominal protection; this occurs in products where components are not greatly 
different in price in the two countries and where these components are an 
important element in the price of the final product. An example is the manu- 
facture of certain types of covered copper wire in which the proportion of 
costs represented by the copper is some 50%. With copper about the same 
price in both countries, and the tariff rate 20% on the final product, the effec- 
tive rate of protection on the 50% of the selling price which represents the 
actual manufacturing cost is twice as great as the nominal rate. Products 
in electrical industry which may benefit significantly from a high rate of 
effective protection include batteries and lamps as well as wire and cable. 
However, prices of many of these commodities are not very different from 
American prices and it would appear that this protection is by no means 
fully used. Similarly, the safety requirements of the Canadian Standards As- 
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sociation, a body composed of representatives of the industry, governments, 
contractors and electricians, may provide some additional protection in cer- 
tain products. Canadian standards are frequently higher than in the United 
States; a notable example is the requirement that electric ranges have separ- 
ate fusing for each element which adds to the costs of the American pro- 
ducer and neutralizes some of his advantages of scale. 


In the related electronics industry conditions are similar, and in many 
products the difference in size of the market gives the American producer 
an appreciable advantage from the size of his operations. The Commission’s 
electronics study has some reference to this: 


“Special machinery and equipment is bought from highly skilled 
machine-tool manufacturers, the majority of whom are located in 
the United States. In many cases this machinery and equipment has 
to be modified to Canadian specifications or adapted to more flexible 
operations. U.S. machinery for the manufacture of vacuum tubes, 
for example, is designed for the high-speed production of long runs 
of one particular type. In some cases over one million tubes may 
be produced in one run, while in Canada the average run amounts 
to only 100,000 units. Consequently alterations have to be made to 
make the machinery suitable for short runs. These modifications 
increase the cost of the machinery and equipment involved.’’!8 


The cost handicap of Canadian manufacturers appears directly related 
to volume of demand in Canada. According to the study, the costs of fixed 
resistors, which are manufactured in large quantity in Canada, are about the 
same as in the United States; on the average, Canadian made components 
run about 10% to 15% higher in costs. On tooled parts such as metal sub-bases, 
plastic cabinets, and aluminum moldings, however, the difference in price 
is often over 20% and many of these parts are imported from the United 
States, where tooling costs can be spread over a much greater volume. Scale 
is also a particularly important cost consideration in the manufacture of 
receiving tubes in which the average run in Canada amounts to over 100,000 
units as against perhaps 1,000,000 tubes in the United States. The study 
indicates that Canadian costs for this item ranged up to 100% higher, with 
one estimate suggesting an average difference of close to 25%. In striking 
contrast, Canadian prices of television picture tubes were about the same as 
in the United States. In part this was due to the fact that the expensive glass 
envelopes for these tubes were brought in from the United States duty free, 
but a more important consideration appears to be the similarity in size of 
manufacturing plants in the two countries. In Canada in 1955 there were 
three manufacturers, with an average annual production of 220,000 tubes; 
in the United States the average output of the 40 manufacturers was 250,000 
units, broadly the same as in Canada. The importance of scale was em- 


18The Electronics Industry in Canada, p. 11. 
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phasized by an industry representative who stated that engineering costs are 
usually competitive, the difficulty being that of amortizing these costs over a 
relatively low volume. He went on to say: 


“The Canadian electronics industry can compete with American pro- 
ducers on low volumes of specially engineered products where 
engineering is a significant part of the total billing and the Ameri- 
cans are not able to take advantage of their mass production 
techniques.”’?9 


In appraising the position of the Canadian electronics industry, it must 
be noted that the extent of its tariff protection, around 20%, is increased by 
several special administrative and legislative procedures. Between one- 
quarter and one-third of the industry’s output in recent years has been pur- 
chased by the government for its defence programme; in many cases govern- 
ment purchases are made not solely on cost considerations and are designed 
to encourage Canadian production. We have already referred to the require- 
ments of the Canadian Standards Association; these may make modifications 
of some foreign designs necessary and thus raise the costs of the foreign 
product, and possibly prohibit its entry into Canada. In addition, the oper- 
ations of Canadian Radio Patents Limited, set up to pool patents and to 
facilitate licensing negotiations and royalty payments procedures for most 
electronic products, has some protective effect. While in view of the multi- 
tude of patents in this field some such pooling arrangements are essential if 
chaos is to be avoided, it has been suggested that the powers of the company 
to penalize unlicensed imports have been used from time to time as a pro- 
tective device.2° Finally, the use of 25 cycle power in the area around 
Toronto places Canadian manufacturers supplying this equipment in a virtual 
monopoly position. 


It would nevertheless be wrong to leave the impression that the industry 
in Canada has prospered only because of these special protective factors. 
Although government defence and research expenditures have stimulated the 
growth of the industry, the sharply rising civilian demand for its products 
and the special dynamic derived from the industry’s research programme 
in Canada and in other countries have been even more important. Although 
inevitably most new products are developed and manufactured first in the 
United States, the cost position of the Canadian industry appears to be im- 
proving and the share of competing imports has declined slightly. Moreover, 
the maturing of the Canadian industry has been accompanied by the develop- 
ment of certain new products in Canada. 


The production of industrial machinery, like electrical equipment, in- 
volves the manufacture of both custom made and mass produced products. 
Machinery in the first group is usually labour intensive, long runs are not 


19Submission. by president of Canadian Aviation Electronics Ltd. Part II, p. 14. 
2°Tbid. pp. 21 et seq. 
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an important cost consideration, and the principal competition for Canadian 
manufacturers comes from the low-wage overseas countries, particularly the 
United Kingdom. For products which are relatively standardized—machine 
tools and other metal working machinery, construction, textile and printing 
machinery—the advantages of scale are large, and the size of the Canadian 
market is comparatively small. Although there is some domestic production 
in these standard machinery lines, it is primarily an assembly operation, 
with design and complex parts obtained from a parent or associate in the 
United States, and in some instances, the United Kingdom. In this group 
of machinery products imports also supply a substantial proportion of the 
Canadian demand. In fact, taking industrial machinery as a whole, about 
three-fifths of Canadian requirements are imported, with 87% of total imports 
originating in the United States. It is interesting to note that the import share 
of most industrial machinery items is substantially higher than that of com- 
parable electrical machinery. This is due to the relatively smaller size of the 
Canadian market for industrial machinery, to the greater importance of scale 
in its production, and to the existence of a greater number of class or kind 
items which cause average rates of duty to be lower than in the case of elec- 
trical machinery. For products of a class or kind not made in Canada the 
tariff rate is B.P. free, and MEN, 714%; for products of a class or kind made 
in Canada the rates are B.P. 10% and MFN 2214%. As the bulk of import 
competition comes from the United States, the greater part of Canadian 
production receives 2242% protection. In the Commission’s study of the 
industry, however, it is suggested that the determination of whether imported 
machinery is of a class or kind made in Canada is more difficult than for 
most other products, due to small variations between each type of machine 
(the industry feels that in cases of doubt the decisions tend to favour the 
importer). 


The degree of tariff protection may also be affected by the fact that due 
to the special nature of some of the imported machines a fair market price 
cannot be readily obtained, and this may make dumping more difficult to 
detect; moreover many imports are manufactured to contract, and no action 
on dumping can be taken until after delivery. Another aspect of this ques- 
tion is the extent of tariff exemptions for machinery used in some of the 
extractive industries—the so-called “end-use” exemptions. It is difficult to 
establish how much these special provisions limit the effectiveness of tariff 
protection; certainly for some types of machinery they are important. At the 
same time, Canadian manufacturers have a considerable amount of natural 
protection arising out of their proximity to the consumer. The services which 
accompany the sale of a machine—advice and consultation before purchase, 
installation, and future servicing—are becoming an increasingly important 
part of the sale package, and the Canadian machinery is in a much better 
position to supply them and to give earlier delivery. These advantages, 
together with superior Canadian designs in some cases, are translated into 
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price; usually the buyer is prepared to pay something more for a Canadian 
machine. This is a particularly important advantage vis-a-vis overseas compe- 
tition. In addition, as we have indicated, Canadian producers supply a large 
share of the machinery used by our rapidly growing primary industries; this 
relatively large and expanding market has provided increasing advantages of 
scale, and the accumulated “know-how” of several decades of producing 
special machinery for these industries enhances the advantages accruing from 
location in Canada. Despite the tariff reductions of recent years, these 
factors have enabled the Canadian industry to maintain its share of the 
domestic market. 


The agricultural implements industry is in a different position from most 
secondary industries in that it has access to the United States market on a 
free entry basis. As a result the industry in the two countries has become 
much more specialized. It is pointed out in the Commission study of the 
industry that in products such as the self-propelled combine, which was 
developed in Canada and which has been exported in large quantities to the 
United States, scale of operations has been no handicap to the Canadian 
producers. On the other hand the system of distribution, involving single- 
company dealerships, has tended to thrust a certain measure of diversification 
back upon the manufacturer in order that his dealers may carry a full line 
of products. The relatively late arrival of the Canadian products on the 
American scene has meant that the Canadian controlled companies have a 
less developed distribution system in the much larger United States market. 
This appears to have affected the competitive position of the Canadian in- 
dustry adversely; in the event the American industry has tended to develop 
along more specialized lines which confers an advantage on them in many 
products other than the smaller types of machinery and the self-propelled 
combine. The United States industry also appears to benefit from its freight 
advantage in the larger part of the North American farm market. Moreover, 
better management may have contributed to the strong position of the 
American industry. The effects of these factors are reflected to some extent 
in the allocation of production between the two countries. In recent years 
Canadian output has averaged between one-tenth and one-twelfth as large as 
the American compared to one-eighteenth for secondary industry generally. 
However, the Canadian market for agricultural machinery is even ‘larger 
relative to the United States, consumption being roughly one-seventh of the 
American level. The disparity between relative outputs and markets is of 
course in large part accounted for by the fact that few tractors are made in 
Canada; if tractors are excluded from the production figures of both coun- 
tries the ratio of output would be between 7 and 8 to 1. 


In the chemical industry, processes are generally of a flow nature and 
lend themselves to highly capital-intensive procedures. As a result the size 
of markets and output and the degree of specialization, with the principal 
exception of some consumer products, tend to be sn important influence on 
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costs in the secondary section of the industry. In contrast, many primary 
chemicals such as fertilizers and heavy industrial inorganics have relatively 
large export or domestic markets, being used mainly by the natural resource 
industries. It is estimated in the Commission study of the chemical industry, 
however, that the American market for all chemicals is 20 times the Can- 
adian. The average Canadian plant for the production of secondary chemicals 
is usually one-third to one-half the size of its American counterpart and is 
also less specialized. A representative of one of the large chemical companies 
said that it is seldom that processes used in the United States for the large 
scale manufacture of chemicals can be employed in Canada without sub- 
stantial adaptation. Although the engineers employed by his firm had ac- 
quired considerable expertise in modifying the processes and installations of 
the United States parent company to reduce output to a level appropriate to 
the Canadian market, for most products Canadian costs were appreciably 
higher because of the smaller volume. Another industry representative stated 
that an ethylene glycol plant with a capacity of 120 million pounds costs 
only twice as much to build as a plant one-quarter the size. Although Can- 
adian costs are higher than those in the United States, tariff protection for 
most chemicals in the secondary industry sector generally runs from an MFN 
rate of about 15% to about 25%. Imports consequently have less than 20% of 
the market for most products, and it is interesting to note that the import 
share of the market for soap, where the Canadian volume of demand is 
relatively large, is only 1%. 


The competitive position of the Canadian fine and specialty paper pro- 
ducers, who are restricted largely to the small Canadian market by foreign 
tariffs, is in sharp contrast to that of the newsprint producers. These latter 
producers, who supply a large share of American and world requirements, 
have the advantage of long runs and specialized production. On the other 
hand the fine paper producers suffer from the competitive disabilities arising 
out of their shorter runs and lack of specialization: 


“Canadian manufacturers had to equip themselves, and operate, to 
produce a large number of different grades, weights and coiours in 
short runs, and to ship them at higher transportation costs in an 
east-west movement to supply the Canadian market. Within these 
limitations, these segments of the industry have had some success in 
lowering their cost and increasing their efficiency. But substantial 
cost disabilities remain by reason of the nature of the market on 
which they depend. In contrast with manufacturers of these grades 
in the United States, these mills in Canada cannot generally get the 
cost advantages of long runs and mass production methods. For ex- 
ample there are nearly 500 grades of book and writing papers manu- 
factured in Canada; the average manufacturing run of boxboard is 
probably about 11 or 12 tons. In the United States, a writing paper 
mill may produce only eight or ten different grades in very large 
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volume; a paperboard machine may run continuously on only one 
grade. When a machine is changed from one grade to another there 
are substantial costs incurred in idle time and the cleaning of ma- 
chines and the start-up on a new grade. These “make-ready” manu- 
facturing costs are virtually the same for a 25 ton order as they are 
for a 2500 ton order but the cost per ton is one hundred times as 
ereat7e) 


Despite these disadvantages, the import share of the market for the types of 
paper in this group, including book, writing, groundwood, tissue and wrap- 
ping papers, is less than 5%, and has in fact fallen sharply from the level of 
the ’twenties as the Canadian market has grown. 


For the largest part of remaining secondary industries the effects of 
scale and specialization are also of importance. This is particularly true of 
the other iron and steel using industries and also of those secondary industries 
which are based on the fabrication of important resource materials such as 
aluminum, copper, brass, nickel, asbestos, and petrochemicals. One has only 
to examine the testimony and the hearings to find many additional striking 
examples of the effects of small scale operations on costs. The effects of 
short runs on the primary textile industry are apparent from the extracts 
from the study already quoted; the industry is less mechanized than in the 
United States and the inability to obtain long runs affects particularly the 
costs of such specialized products as printed and woven fabrics. In addition, 
large segments of the Canadian industry are labour-intensive and subject to 
competition from the overseas countries. The factors affecting the industry’s 
competitive position will be dealt with more fully in the next chapter. In 
the clothing industry, which is also labour-intensive, scale would appear to 
be a considerably less important factor, except possibly in such items as the 
mass-produced cheaper types of women’s and children’s dresses and some 
types of men’s factory clothing. In the rubber industry the effects of scale 
show up in the relative prices of tires in the United States and Canada; on 
standard passenger tires which can be produced in Canada in large volume, 
our prices are about the same or very slightly higher than in the United 
States. On lower volume tires of domestic manufacture Canadian prices are 
up to 20% to 25% higher; indeed some types of tires with a limited ntarket in 
Canada are not produced in this country at all. For labour-intensive products 
such as rubber footwear, scale is not important and the principal competition 
comes from the low-wage countries. 


There are a few secondary industries, however, in which scale of pro- 
duction and the size of the market is large enough to permit Canadian manu- 
facturing to be almost as efficient as in the United States. These include the 
brewing and distilling industries, some types of food and fish processing, and 
some oil refining operations. Imports of competing products in these in- 


21Submission of the Canadian Pulp and Paper Association. 
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dustries are relatively small, although the successful retention of the home 
market by domestic industry may be due in some degree to tariff or other 
forms of protection. However, in terms of their share of total output and 
employment, these industries are a small group. For most secondary indus- 
tries the disabilities arising from the smaller size of the Canadian market 
appear to us to be the principal explanation of why real output per man-hour 
in Canadian secondary industry is some 35% to 40% below that of the United 
States, and why prices in this sector are higher in Canada despite the lower 
wages paid in this country. 


We have already pointed out that these disadvantages arising from scale 
have faced Canadian secondary industry throughout its history, in spite of 
the growth of the Canadian market. While there have been small but worth- 
while gains in the relative position of Canadian secondary industry over the 
past two decades, it should be emphasized that in this period as in earlier 
periods the optimum size of production unit in almost every industry has 
also been increasing steadily. The continuing growth of the already large 
United States market has meant in effect that increases in the scale of oper- 
ation of Canadian producers have to be large merely to keep pace with 
American competition. The fact that the gap has been narrowed somewhat 
in recent years mainly reflects the more rapid growth of the Canadian 
economy, although it has also been due to some catching up in management 
and competitive efficiency. It is obviously impossible to measure precisely the 
effects of smaller scale and less specialized operations on the gap which re- 
mains between the real output of Canadian and American secondary manu- 
facturing. However, in our judgment these factors account for not less than 
three-quarters of this difference. It is hardly necessary to add that both the 
size of the gap itself and the effects of scale and specialization vary widely 
from industry to industry. 
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WaGES and salaries in Canadian secondary industry are some 25% below 
those in the United States although they are on the average more than double 
those of overseas countries. As wages and salaries account for just over half 
of the value added in Canadian secondary manufacturing production and 
over three-quarters of the more truly net measure of Gross Domestic Product, 
it might be expected that the principal source of import competition for 
Canadian secondary industry would be the overseas countries rather than the 
United States. In fact, however, as we have already pointed out, some five- 
sixths of such competition comes from the United States, about 12% from the 
United Kingdom, and less than 5% from the other overseas countries where 
wage levels are usually particularly low. Our first purpose in this chapter 
will be therefore to show the general relationship between wage differentials 
and the comparative costs of secondary manufacturing production in Canada 
and other countries. We will then proceed to describe and analyze briefly 
the level of wages in different secondary industries in Canada and their 
relation to import competition, particularly from the overseas countries, and 
will end the chapter with a short discussion of some of the non-monetary 
factors which may affect labour costs in this country. 


Wage Determination in Canada 


The seeming paradox of Canadian wages being higher, but domestic 
manufacturing costs being lower, than in overseas countries, (with the re- 
verse being true in relation to the United States) can in practice be resolved 
by considering the basic determinants of wages within a country generally. 
Fundamentally, wages in a country are determined by the supply of labour 
and by the average productivity? of that labour in the country as a whole. 


See Table 35. All international wage comparisons in this chapter will be expressed in terms of 
Canadian dollars unless otherwise noted. Due to lack of data, these compar’sons had to be made on 
the basis of hourly earnings rather than basic wage rates. In many respects this method is more realistic. 


2There is some dispute among economists as to whether marginal or average productivity is the 
determining factor in the wage-setting mechanism, although in practice the two concepts are not likely 
to yield very different results. As average productivity is a reliable index to changes in the demand for 
labour, we have used it here without feeling it mecessary to become embroiled in this debate. 
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There are of course wide variations from industry to industry within this 
framework, due to variations in a number of factors such as the nature of 
labour skills required, the relative attractiveness of different jobs, and the 
mobility of certain types of labour. Nevertheless, all Canadian employers, 
whether in a broad sector of the economy, an individual industry, or a 
single firm, must pay the going national wage determined by the average 
productivity of Canadian labour and modified by these supply factors. The 
industry or sector in question is able to pay these wages without impairing 
its competitive position only if its labour productivity is at or above the 
national average. However, those sectors of the economy in which real pro- 
ductivity is relatively low in relation to the supply of labour skills required 
are less favourably situated. They generally find that paying the going wage 
causes their unit labour costs, and probably their unit production costs as 
well, to be above those of their competitors elsewhere. In short, industries 
with a comparative advantage of production in Canada will not be adversely 
affected by the level of Canadian wages, while those with no such advantage 
will usually find Canadian wage-level to be relatively high. 


Viewed in this light, it is easier to understand why the main import 
competition for Canadian secondary industry comes from the United States 
rather than from overseas. On a man-hour basis, both the level of earnings 
in secondary industry and average real productivity in the Canadian economy 
as a whole appear to be close to 25% below the comparable figure in the 
United States. As already noted, the real productivity difference in the 
secondary industry sector amounts to some 35-40%,‘ largely due to the smaller 
scale of manufacturing operations in Canada. Since the productivity difference 
in this sector is greater than the wage differential, labour costs per unit of 
output are actually higher in Canadian secondary manufacturing than they are 
in the United States. Thus, to take but one example among the many which 
could be cited, the Commission’s study of the automotive industry indicates 
that total labour costs in the Canadian automobile industry account for a 
higher percentage of final selling costs than they do in the United States in- 
dustry. This is true despite the fact that in Canada the share of direct labour 
costs per automobile is lower because many of the more complex parts are 
simply imported and assembled, while in the United States many of these 
parts are manufactured by the car producers themselves. 


Conversely, the low level of manufactured imports from the overseas 
countries is due primarily to the fact that the level of wages and total pro- 
ductivity in these countries is not as low in relation to Canada as is their 
productivity in secondary industry generally. The basic reason why Can- 
adian domestic manufacturing productivity is both absolutely and relatively 
high compared to the overseas countries is the fact that the great majority of 


3See Table 3, Chap. 12, Canada-United States Economic Relations, Royal Commission on Canada’s 
Economic Prospects, 1957. 
4See Chapter 7 of this study where productivity is discussed more fully. 
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our secondary industries lend themselves to the use of highly mechanized 
processes and advanced techniques not generally available in the overseas 
countries. Our ready access to American capital, technology, and research 
in effect gives us a significant advantage over overseas producers in the 
secondary industry sector. On the whole, our level of capital investment is 
much higher, our machinery and equipment is more modern, and our pro- 
cesses of production are more efficient. With the exception of certain prod- 
ucts in which large amounts of relatively unskilled labour are an important 
part of final selling prices, Canadian unit labour costs in secondary industry 
are therefore considerably below those in overseas countries despite the 
much lower wages overseas. Indeed, it is precisely because manufacturers in 
these low-wage, low-productivity countries are generally high-cost producers 
that they need to make use of restrictions to keep out imports of Canadian 
secondary manufactured products. 


In the foregoing brief analysis, no reference was made to the tariff or 
other forms of protection provided for Canadian industry. The existence of 
tariff protection does not in any way change the physical productivity or 
costs of production of the protected industry, although of course it adds to 
the costs of industries consuming its products. An increase in protection to 
a low-productivity industry, by raising the price of competing imports, simply 
enables it to raise its own prices and thus puts it in a position to pay more 
for its labour than its real productivity warrants. If the protection given 
is sufficiently high the industry in question will be able to attract all the 
labour it needs. Conversely, if a reduction in protection in such an industry 
is not matched by an increase in its efficiency, it will be compelled either to 
reduce its wages to a level more closely approximating the real productivity 
of its labour or to decrease its output. This analysis, of course, does not 
apply to industries which, because of domestic competition, are not affected 
by small changes in either direction in their nominal tariff protection. Ac- 
count will be taken below of significant changes in tariff protection when 
wage trends in individual Canadian secondary industries are related to im- 
port competition. 


Having noted that the level of wages paid by Canadian secondary manu- 
facturers is broadly determined by the average productivity of labour in 
the economy, modified by the level of tariff protection as well as by variations 
in labour supply, we turn to an examination of wages and earnings in our 
domestic manufacturing industry. On the basis of available statistics it was 
not found possible to construct an over-all series of hourly earnings which 
would apply only to employees of secondary manufacturing and we have ac- 
cordingly used average hourly earnings in all manufacturing, both primary 
and secondary. From examination of those separate series which are availa- 
ble for primary manufacturing, it does not appear that this method greatly 
affects the results; hourly earnings in pulp and paper mills and the non- 
ferrous metal industry (largely comprised of non-ferrous metal smelting and 
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refining) are considerably above the average, while in saw and planing mills 
and certain types of primary food processing they are somewhat below. On 
balance, hourly earnings in all manufacturing may well be very slightly 
higher than the average for secondary industry alone. This figure in 1955 
averaged about $1.45, and by October 1956 had risen to $1.53. 


On a weekly basis, the 1955 earnings figure in all manufacturing was 
$63.34, or somewhat above the industrial composite of $60.87. The former 
figure was well above earnings in the service industries, where wages are in- 
fluenced by the high proportion of women employed (about 50% compared 
to 22% in manufacturing), by the unskilled nature of the work, and by the 
large number of part-time workers. Much the same factors contribute to the 
existence of a somewhat less pronounced differential between manufacturing 
and the trade and finance sectors. In contrast, manufacturing earnings were 
more than 10% below those in public utility operation and mining, in which 
a higher average level of skills is required; in mining, of course, there is also 
an element of danger pay as well as some compensation for working in re- 
mote areas. Weekly earnings in forestry were about 5% below those in manu- 
facturing, presumably due to the part-time nature of some of the labour force 
in this occupation, while in construction and transportation weekly earnings 
were very similar to those in manufacturing. 


While these figures help to put earnings in secondary manufacturing in 
broad perspective, as has been indicated, such over-all averages must be 
treated with caution because, due to supply factors, earnings in individual in- 
dustries and regions in Canada vary widely. For example, labour immobility 
may contribute to regional earnings differentials by causing labour to be rela- 
tively more abundant in some areas than in others. Although the tremendous 
out-flow of manpower from marginal activities to more profitable occupations, 
the available data on the percentage of workers who change their jobs each 
year, and the statistics on inter-regional migration of families and labour all 
tend to support the view that labour mobility is generally high in Canada, 
the adjustment of labour to alternative job opportunities is neither speedy 
nor complete in all cases. This is particularly true in those areas characterized 
by subsistence fishing or agriculture, in small and isolated communities where 
wives or other dependents of men employed in a local industry account for 
a significant part of the labour force, and in regions dependent on a single 
industry for employment. In 1953, for instance, average weekly earnings in 
all activities by province ranged from $45.64 in Prince Edward Island to 
$65.79 in British Columbia, while by major cities the figures varied from 
$49.64 in Halifax to $71.86 in Windsor; comparisons between smaller com- 
munities show comparable differentials. By no means all of these differences 
are attributable to labour immobility, of course; in large part they reflect 
differences in the nature of employment and thus of the labour skills required 


in different regions. 
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The labour skills required in different types of manufacturing production, 
the relative unpleasantness, hardship, danger, or prestige involved in different 
jobs, the amount of overtime worked, the profitability of individual firms, 
the question of whether male or female labour is employed, and the extent 
of union organization, are some of the other obvious factors causing earnings 
in individual secondary industries and occupations to vary widely from the 
average, particularly in the short run. Thus in 1955 when the average of 
earnings in all manufacturing was about $1.45, the figure in the petroleum 
products industry was $1.96, in primary iron and steel and motor vehicles 
$1.80, in agricultural implements $1.67, in textiles $1.12, in leather products 
$1.02, and in clothing $0.98. Within industries also, the figures ranged 
widely; compared to an average of $1.51 in electrical apparatus and supplies, 
earnings in the heavy electrical machinery section of the industry were 
$1.68, while in the radio and fadio parts section, where a high proportion 
of relatively unskilled women are employed, the figure was $1.33. Similarly, 
in the rubber footwear industry, earnings varied in 1954 from $1.53 for 
certain types of cutting machine operations to $1.06 and $1.16 for women 
cementers in Quebec and Ontario respectively; these figures compare to the 
average in the rubber products industry at that time of $1.45. These wide 
variations in earnings of course occur in other sectors also; for example, 
hourly earnings in metal mining in November 1956 were $1.84 compared 
to $1.50 in coal mining. 


Over-all International Comparisons 


Because labour is not a homogeneous commodity in any country and be- 
cause earnings in individual industries and occupations vary widely, broad 
international wage comparisons must be used carefully. Regional variations 
are pronounced both in the United States and Canada and the labour skills 
required in similar industries in the two countries may not be precisely com- 
parable because of differences in manufacturing techniques and equipment. 
Furthermore, statistical difficulties, particularly those relating to coverage 
and to variations in comprehensiveness over time, reduce the accuracy of 
international comparisons of earnings. Nevertheless, as long as these limi- 
tations are kept in mind, we believe the series shown in the statistical 
appendix are useful as an approximate measure of the magnitude of wage 
differentials between Canada and the United States and as a general indicator 
of major changes that have occurred in these differentials. 


Table 35 indicates, as we have noted earlier, that in 1955 hourly earnings 
in all Canadian manufacturing were some 25% below those in the United 
States in dollar terms; this differential should be slightly reduced to take 
account of the small premium of the Canadian dollar in that year. It might 
also be noted that the partial evidence available suggests that if it had been 
possible to consider only secondary manufacturing, the differential might 
have been slightly greater than that shown for manufacturing as a whole. The 
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table indicates that this differential is now narrower than it was just before 
the war when it amounted to some 35%. This, of course, reflects the catching 
up of over-all Canadian productivity that has occurred since that time. The 
differential may have been abnormally high in the war and early postwar 
years due to a variety of factors including a greater degree of union organi- 
zation in the United States at the beginning of the period and tighter and 
more prolonged wartime wage and price controls in Canada. In fact, 
when expressed in terms of domestic currencies, this differential does not 
appear to have changed noticeably from 1951 to 1956. It should be re- 
membered, however, that in 1952 the Canadian exchange rate appreciated 
some 7% to an average level that was approximately the same as that of 1955 
and not very different from that prevailing before the wartime devaluation 
in September 1939; a further appreciation of some 2% had occurred by the 
end of 1956. This change in the exchange rate has further reduced the 
differential in competitive terms and has reflected the mechanism of ad- 
justment to changes in the level and composition of Canadian economic 
activity mentioned in Chapter 3. 


In contrast to the experience vis-a-vis the United States, there is strong 
evidence that the wage and earnings differential between Canada and the 
overseas countries has widened noticeably since before the war, reflecting 
greater gains in Canadian total productivity per man-hour. Although no 
series is available for these countries as a group, and although the series for 
individual countries may be less than completely comparable, it is never- 
theless possible to establish the broad pattern of manufacturing earnings in 
these countries since before the war. Thus in 1952 Canadian hourly earn- 
ings in manufacturing were more than three times their prewar level, while 
United Kingdom earnings expressed in Canadian dollars had about doubled 
to a level approximately one-third that of Canadian wages. In the same 
period, earnings in France and Switzerland had risen by some 80%, and 
those of Germany and the Netherlands had increased by less than 25%; the 
Canadian dollar equivalent of earnings in the latter two countries was about 
40¢ an hour, while in the former two it was some 60¢ and 50¢ respectively in 
1952. Comparable results are indicated by comparisons with other countries, 
the principal exception being Japan where earnings appear to have risen at a 
rate not very different from those in Canada, although in absolute terms 
they are only about one-seventh of those paid in this country. Such evidence 
as is available on earnings differentials with the overseas countries since 
1952 suggests that changes in relative earnings since that time, particularly 
in Germany and the United Kingdom, have narrowed the wage differential 
somewhat, the earlier changes being principally the result of the postwar 
devaluations. These in turn, of course, reflected the sharp deterioration in 
the relative productivity of these countries that occurred as a result of the 
experience of the war and early postwar years. 
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In the foregoing, we have made no reference either to those fringe benefits 
not valued on a cash basis or to the differential in the salaries of office 
workers, technicians, and management. No complete statistics are available 
on either of these matters, although fringe benefits have been variously 
estimated at from 5% to 10% of wages in the United States. Even if the per- 
centage is somewhat different in Canada, which is not certain, the difference 
surely amounts to a very little on balance, being only a fraction of a fraction. 
In the overseas countries, fringe benefits: paid by employers directly or in- 
directly through taxes vary widely; in any event, in view of the smallness of 
any differences involved as compared to the large earnings differentials noted 
above, this question can be ignored without serious risk of distortion. As to 
salaries generally, such material as is available suggests that average dif- 
ferentials between Canada and other countries tend broadly to reflect dif- 
ferentials in wages and earnings although there is, of course, considerable 
variation in individual occupations—United States salaries for engineers, 
scientists, top-level management and other scarce professions, for example, 
being noticeably high in relation to those paid in Canada. On balance, then, 
it appears safe to assume that the earnings differentials discussed in pre- 
ceding paragraphs would not be greatly affected one way or another if their 
coverage could be extended to include salaried workers and fringe benefits. 


It might appear that this long-run trend of Canadian secondary industry 
earnings relative to those in the United States and other countries would have 
led to some worsening of the competitive position of our domestic manufac- 
turers. In fact, however, abstracting from the special circumstances of the 
war and early postwar years and the abnormal experience of the depression, 
there has actually been a small decline in the share of the Canadian market 
claimed by imports. Once again this apparent paradox can be resolved by 
taking account of relative movements in the real productivity of secondary 
industry, and hence of changes in its comparative costs of production. In 
general, over-all Canadian productivity per man-hour has over the long run 
moved upward somewhat more rapidly than that in other countries, while 
real productivity in our secondary manufacturing industries as a whole has 
increased at an even faster rate. By surpassing the average Canadian gain 
in real productivity, the secondary industry sector has improved its ability 
to compete for, and obtain, its labour requirements in Canada despite.some 
over-all decline in the effective protection afforded by tariffs. 


It might be objected that an analysis in terms of real productivity is some- 
what artificial in that money, wages and salaries in secondary industry and 
in Canada generally have clearly out-run the gains in physical output per 
man-hour since 1939. The inflation of prices since that time, however, has 
been a worldwide phenomenon and not peculiar to Canada alone. As Can- 
adian domestic prices have risen by no more than those in other industrial 
countries, in many cases by much less, and as our exchange rate has actually 
appreciated somewhat, it cannot be argued that our comparative gains in real 
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productivity have been swept away by relatively greater inflation in Canada. 
It is true that our money costs of production have risen absolutely, but this 
does not alter the validity of our statement that the relative position of our 
secondary manufacturing has improved. The greater gains in our physical 
output per man-hour have meant that, taken as a whole, the prices of Can- 
adian secondary manufacturers have risen by slightly less than those of other 
countries over the long run.® 


International Unions and Canadian Wages 


It is sometimes suggested that wages in Canadian secondary industry 
have in recent years been increasingly influenced by international trade 
unions with headquarters in the United States, particularly with respect to 
their attempts to achieve parity of Canadian and United States wages. A 
high proportion of secondary industry employees are members of inter- 
national unions, particularly in organized industries such as steel, farm 
implements, and automobiles, while the percentage of union members who 
belong to international unions in Canada’s 40 leading manufacturing in- 
dustries is 85%. The principal exception in the secondary manufacturing 
sector is the textile industry in which a large proportion of the union mem- 
bers belong to national unions. However, these figures do not by themselves 
constitute evidence that international unions exert a different effect on 
Canadian wages than do purely national unions, and in general the Can- 
adian local, and not international headquarters, determines union objectives 
with respect to wages and other goals of collective bargaining. There have, 
of course, been important exceptions in one or two secondary manufacturing 
industries, but although the staff and research facilities of American union 
headquarters are drawn upon for technical advice, most intervention by 
headquarters in Canadian bargaining processes seems to have had a bias 
towards restraint and moderation. 


In general, both national and international unions behave in much the 
same way. There does not appear to be any special attempt by the latter to 
equalize the earnings differential between Canada and the United States, 
although this argument is frequently put forward by both types of unions with 
their bargaining demands. In the end, however, most collective agreements 
in secondary manufacturing are arrived at on the basis of more practical and 
immediate considerations such as the employer’s ability to pay, general em- 
ployment conditions in Canada, and wages paid in other Canadian regions 
and industries. If there had in fact been any attempt to narrow the earnings 
differential between Canadian and United States manufacturing by more than 
over-all Canadian productivity gains would allow, one would have expected 


5 to underrate the problem of inflation and the important consequences it has on 
the Oe ania Stable economic ‘conditions, and on the distribution of income between different 
classes of society. However, this question lies outside the scope of the present study. 

6This subject is fully treated in Chapter 12 of the Commission’s study Canada-United States Ecc 
nomic Relations from which most of the material in this section is drawn, 
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to find a greater degree of domestic inflation in Canada than in the United 
States through this period, relatively greater unemployment in Canada, or 
some combination of these two things. As noted above, this has not been the 
case. 


This is not to say, however, that earnings in Canada are not influenced 
by our closeness to the United States in other ways than through inter- 
national trade unions. Such influences are indeed felt, directly by stimulating 
emigration if earnings lag too far behind those to the south, and indirectly 
by making Canadians acutely aware of the higher pay available across the 
border. However, while there has been some emigration, particularly of 
engineers and other skilled personnel, the impact of these close tourist, 
personal, and business ties has been somewhat blunted by such diverse con- 
siderations as Canadian national consciousness, the United States military 
draft and security regulations, and the fact that the service elements of con- 
sumption, which are important to those in above-average income brackets, 
are more expensive in the United States than in Canada. In summary, while 
there are obvious pressures in Canada tending to raise Canadian wages in 
secondary manufacturing and other sectors towards the levels prevailing in 
the United States, there is not much evidence to support the view either that 
these pressures are particularly connected to international unions or that 
attempts to eliminate the differential have gone further than has been justi- 
fied by productivity trends. Although union membership has been on the 
increase in Canada throughout the postwar period, this by itself appears to 
have been much less significant in its effects on the recent strength of labour 
demands in secondary industry than the high levels of employment in Can- 
ada, the generally tight labour supply, and the increasing output of the 
economy as a whole. 


Non-wage Factors Affecting Overseas Competition 


We have pointed out that the generally low productivity and high costs 
of manufacturing in the overseas countries have resulted in comparatively 
low levels of manufactured imports from these countries. Of course, other 
factors are also significant, including tariff protection. The rates applying to 
some of the more important labour-intensive products will be noted, later 
in this chapter, but in general the MFN rates which apply to United States 
imports are also applicable to the products of other non-Commonwealth 
countries. The lower British Preferential tariff rate of course applies to all 
imports of Commonwealth manufacturers but, with a few exceptions, the 
main imports entering under this rate in the manufacturing field come from 
the United Kingdom. 


Apart from tariff protection, the laid-down prices of many overseas im- 
ports in Canada are adversely affected by heavy transportation and shipping 
costs, due to the fact that the great distances involved more than offset the 
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comparative cheapness of ocean freight rates. This contrasts sharply with 
the position of competitors in the United States whose factories are often 
closer to regional Canadian markets than are those of Canadian producers. 
Only in coastal areas, and even then in only a few items like automobiles and 
certain types of steel, do overseas producers have an advantage in trans- 
portation costs as compared to the domestic producers located in central 
Canada. Perhaps more important than actual costs of transportation, how- 
ever, are the delays and other handicaps associated with distance. Initially, 
orders take longer to fill, and inability to re-order rapidly may be an equally 
important drawback, particularly in consumer soft goods where it is im- 
portant to maintain a full and complete line of merchandise. These diffi- 
culties may be overcome by the overseas manufacturer maintaining ware- 
houses in Canada and providing the same service on orders as domestic 
manufacturers. However, this adds to the costs of doing business in this 
country and may even eliminate the differential advantage of overseas pro- 
ducers in manufacturing costs. 


Similarly, the Canadian customer purchasing capital goods and some 
consumer durables normally expects to buy a “package” which includes not 
only the product itself but advice, design, servicing, and a ready supply of 
spare parts as well. As with consumer goods, the price of the product alone 
may appear cheap, but without easy servicing and without an adequate stock 
of replacements it may turn out to be very expensive, or, in extreme cases, 
useless; the postwar experience of many Canadians with such diverse over- 
seas manufacturers as automobiles, agricultural implements, and industrial 
machinery is evidence of this. Some overseas manufacturers have countered 
these disadvantages by maintaining a qualified engineering staff and a number 
of parts depots in Canada, but this of course raises costs. In brief, favourable 
manufacturing costs alone do not allow overseas producers to compete effec- 
tively in the Canadian market. The provision of adequate stocks, servicing, 
and spare parts must also be included in the costs of doing business in this 
country; in this latter connection, the overseas producer is frequently at a 
considerable disadvantage because of his distance from the Canadian market 
or the smaller scale of his operations in Canada. 

A third broad non-tariff factor which tends to protect the Canadian 
secondary manufacturer from overseas competition is the difference in 
quality and design between North American and overseas products. In many 
cases, reflecting the industrial leadership of the North American continent 
in a wide range of manufactured goods, Canadian and American machinery 
is simply more technologically advanced and gives superior performance; 
the combined effect of quality and price renders overseas production non- 
competitive. In other instances, overseas ignorance of Canadian require- 
ments and designs effectively restricts sales in this country. For example, 
specification differences make some overseas products inconvenient to use in 
Canada; a classic case of this kind of obstacle to the purchase of machinery 


103 


104 


ROYAL COMMISSION ON CANADA’S ECONOMIC PROSPECTS 


was the difference between European and North American screw threads. 
Canadian safety standards may also restrict imports somewhat, as for ex- 
ample do the requirements with regard to the wiring of electric lamps. For 
still other products, Canadian designs, engineering skills, and expertise have 
enabled domestic producers to manufacture a product more suited to Can- 
adian conditions than those available from overseas. Some types of pulp and 
paper and mining machinery, the portable scintillometer for mining ex- 
ploration, and certain types of specialized electrical equipment are examples 
of such products. It is this fact which accounts for the relatively low level 
of imports from the low-wage countries in many labour-intensive products 
which call for a high degree of specialized labour, engineering, and designing 
skills. 


Related to all the above factors is the strongly entrenched and assidu- 
ously cultivated taste of Canadian consumers and manufacturers for North 
American products. Some of this prejudice may no doubt be unwarranted 
and due to no more than the fact than constant use of North American ma- 
chinery and equipment has led to unfamiliarity with overseas products, to 
which in turn poor advertising and selling methods by overseas manu- 
facturers has in many cases contributed. It may also be due in part to a dis- 
trust of imported goods, although for certain consumer goods such as woollens, 
textiles, clothing, furniture, and some types of automobiles, the label “im- 
ported” may in fact enhance their standing in the eyes of consumers. How- 
ever, despite these exceptions, it appears that the general failure of imports 
of machinery and other products from the low-wage countries to establish a 
stronger position in the Canadian market is due in the main to their in- 
ability to compete on a cost basis, taking into account not only price, but 
such other considerations as quality, design, service, and performance. 


Competition for Labour 


We turn now to a closer examination of the competition for labour be- 
tween industries or segments of industries in recent years. As is true of 
broad sectors of the economy, individual industries with more favourable 
advantages of production in Canada have a substantial edge in the competi- 
tive struggle for man-power. This competition is of course modified by the 
existence of tariff protection, and comes from all industries in the economy. 
It will be recalled that an industry in which real output is rising relative to 
the national average is in a position to pay a little more than the going wage 
in order to obtain its labour requirements. This favourable situation may 
come about either because its physical production per man-hour is increasing 
comparatively quickly or because its output has become more valuable in the 
eyes of purchasers and the price it can command has therefore risen relative 
to that of other commodities. In either event, those industries which fail to 
keep pace in the productivity race will find that they are losing labour to the 
more efficient and rapidly growing industries. Ultimately they will be forced 
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to bring their wage rates up in order to retain their labour, but this can only 
be done by raising their costs. This leads either to lower profits or to higher 
prices which will expose them to increased import competition. 


This process explains why the difficulties of a limited number of marginal 
secondary and other industries are intensified in times of buoyant economic 
conditions. The strong demand for export, investment, and many other prod- 
ucts which accompanies a period of rapid growth such as Canada ex- 
perienced in 1956 puts additional pressure on the wages of industries where 
demand and productivity is less favourable. This, together with strength in 
the exchange rate due to abnormally large capital inflows in such periods, is 
but a reflection of the increased advantages gained by devoting limited do- 
mestic resources to the more profitable and productive Canadian industries. 
Thus, the president of a large secondary manufacturing concern recently 
commented that the prosperity of the country in 1956 had both helped and 
hindered his industry; demand had been strong, but his costs of production, 
such as wages, had risen and the import share of the market had consequently 
increased. Conversely, if the demand for resources and labour eases some- 
what, a combination of exchange rate adjustments, price changes and 
slackening of pressures on labour costs enables more marginal industries, 
both secondary and otherwise, to improve their share of the domestic market. 
This factor in part accounted for the growth of the textile industry in the 
”30’s. The above analysis is, of course, more applicable to the short run, when 
the total of resources in the economy cannot be expanded without limit, than 
it is to rather longer periods. As was noted in Chapter 2, rapid growth of the 
Canadian economy, whether or not due in the first instance to an expansion 
of exports and derived investment, ultimately tends to attract additional 
capital, manpower and skills from outside the country and thus tends to lead 
to an increase in the size of the Canadian market. In turn this has tradition- 
ally enabled most, if not all, secondary industries to improve their relative 
costs and productivity in the long run. 


Much of the competition and pressure on wages experienced by some of 
our less favourably placed secondary industries of course comes from other 
secondary industries with higher and more rapidly increasing productivity. 
Examples of such more highly productive industries are primary iron and 
steel, electrical equipment, and chemicals. Tables 36 and 37 show that these 
three industries have all experienced a narrowing of the wage differential with 
the United States, yet they have at the same time grown rapidly and improved 
their share of the Canadian market. The successful expansion of these and 
other secondary industries serves to illustrate that the very efficiency of most 
Canadian manufacturers in the use of complex production processes and 
modern machinery, and their willingness to adopt new techniques and prod- 
ucts have combined to develop a high-productivity, high-wage secondary 
industry. This has caused low productivity, labour-intensive production to 
become increasingly expensive in this country, not only as compared to the 
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resource industries, but also to the other and more profitable opportunities 
available to Canadian labour and capital within the secondary manufacturing 
sector itself. 


In fact, this process can be seen at work even within individual second- 
ary industries; for example, the efficient mass production processes used by 
the largest part of the rubber industry have contributed to the raising of 
Canadian wages to a level that cannot be paid by the low productivity labour- 
using rubber footwear producers without incurring serious import compe- 
tition. Similarly, the wages paid by the highly productive manufacturers of 
mass produced electrical appliances and equipment has had an adverse effect 
on the wages and costs of firms in the same industry which produce custom 
built electrical machinery by less mechanized processes. A comparable 
example is that of the highly capital-intensive chemical industry, which by 
bidding up the average price of Canadian labour, has contributed as much as 
anyone else to the competitive difficulties of one of its largest customers, the 
labour-intensive primary textile producers. 


This perpetual competition of industries for labour is just another way 
of looking at price competition, and is thus a reflection of comparative 
production costs here and abroad, and of the ability of individual industries 
to compete with imports. As already noted, the process involves all sectors 
of the economy, including the rapidly expanding service industries, and has 
brought about a marked decline in the percentage of the population engaged 
in marginal agriculture, fishing, and other less productive activities in Can- 
ada. It is, in brief, the mechanism by which change and adjustment are 
brought about in a dynamic economy. The very existence of high-produc- 
tivity, high-wage labour exerting constant pressure on costs has undoubtedly 
intensified this competition by impelling Canadian and American business- 
men to improve their management techniques and to replace high cost labour 
by increasingly efficient production processes and machinery. However, this 
race for improved technology, with its accompanying upgrading of labour 
skills and wages throughout the economy, is essentially a symptom of the 
competitiveness and flexibility of business in Canada and the United States. 


It seems clear that this process has not led to the existence of high cost 
labour in the often-quoted sense of all Canadian wages being “too high” to 
compete with production from other countries, but has rather led to the 
increased real productivity on which our rising standard of living is founded. 
Yet it is true that Canadian labour has become increasingly high cost to 
those secondary and other industries which have not kept pace with the rest 
of the economy in raising their productivity. Those secondary manufacturing 
industries most affected by this process in recent years have been those with 
relatively labour-intensive processes of production, because, as we have al- 
ready noted, unmechanized labour is also unproductive and costly. More- 
over, these labour-using industries have become increasingly vulnerable to 
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import competition because of the noticeable intensification of the pace of 
technological advance in other industries in recent years. This is the result 
of a double-edged effect. First, the higher proportion of manufacturing costs 
accounted for by labour costs in these industries causes any rise in wage- 
rates to have a greater proportionate effect on selling prices than in the more 
mechanized industries. Secondly, the very difficulty of mechanizing their 
production processes puts these high-labour content industries in an un- 
favourable position to utilize the rapid flow of technological discoveries and 
new machinery which tends to originate in the more capital-intensive in- 
dustries. 


The number of Canadian labour-intensive industries or branches of in- 
dustries, is however, small. Moreover, this number is continuing to decline as 
more modern production methods gradually replace labour-using processes 
in these industries. This is indicated by the fact that imports from overseas 
countries amounted to only one-sixth of secondary manufactured imports 
in 1953, equivalent to some 3% of total consumption of secondary manu- 
factured products in Canada; both figures are considerably below their 1929 
levels. It should not, however, be thought that the failure of some secondary 
industries to mechanize their operations is necessarily due to a lack of effort 
to do so. The president of a large Canadian rubber company, for example, 
pointed out that extensive research and development work on mechanization 
of methods had been carried out in the rubber footwear industry for many 
years, but the manufacturing of parts for rubber footwear has proved very 
difficult to mechanize.” He also pointed out that the scale of operations in 
Canada is much less of a factor in the relative costs of this industry than 
differentials in wages and labour costs, a natural corollary of the fact that 
labour-intensive processes do not lend themselves to economies of scale in 
the same way as do highly mechanized mass-production methods. It might 
be noted, however, that if the market for such labour-intensive products is 
large enough, as is true for example of certain types of textiles, machinery 
and footwear in the United States, it may be possible to apply entirely new 
production processes which reduce the high labour content of more tra- 
ditional methods of manufacture. In some instances, therefore, the scale of 
operations in Canada contributes indirectly to the higher costs of production 
of labour-intensive industries and processes in this country by limiting their 
ability to become more capital-intensive. In such cases, import competition 
tends to come more from the United States than from overseas countries. 


Individual Industries 


Unfortunately, it was not possible within the confines of this study to 
undertake a comprehensive survey of the effect of wage changes and other 
cost factors on the competitive position of each individual labour-intensive 
industry. However, a few examples will perhaps help to clarify the broad 


7Hearings, Toronto, February 3, 1956 p. 6236. 


107 


108 


ROYAL COMM:SSION ON CANADA’S ECONOMIC PROSPECTS 


pattern of recent developments, and at the same time show the different 
influences that have been at work on individual industries and segments of 
industries. More information will be found in the various industry studies 
prepared for the Commission and in the briefs and testimony of witnesses. 
The problems of large segments of the Canadian primary textile industry in 
the postwar period serve to illustrate the difficulties in which labour-intensive 
industries have found themselves in this age of rapidly increasing mechani- 
zation. As can be seen from Table 38 earnings in the textile industry as a 
whole rose by 220% between 1939 and 1955, compared to 240% in manu- 
facturing generally; similarly, the earnings differential with the United States 
in the same period was narrowed by slightly less in primary textiles than in 
all manufacturing. These increases in textile wages suggest that the mobility 
of labour in this industry is by.no means as low as is commonly supposed. 
They also illustrate that no industry can long fail to keep pace with wage 
increases in other sectors of the economy if it is to retain its employees, 
particularly in view of the growing inflow of secondary and primary in- 
dustries into towns where labour is in comparatively abundant supply. In 
at least one such case, that of the establishment of a new electronics industry 
in a small Ontario town, the higher wage rates it paid led to the immediate 
closing of the local textile factory, a perhaps rather extreme example of the 
impact of more technologically advanced operations on the prosperity of the 
less productive industries. 


In any event, the position of many textile producers has worsened con- 
siderably since the late 1930’s relative to that of secondary manufacturing 
generally. The industry has grown less rapidly, and the import share of the 
market, as measured from the abnormal circumstances of 1939, has risen by 
50% compared to the 20% increase in the import share of all Canadian 
secondary manufacturing consumption in the same period. The decline in the 
import share of the Canadian textile market since the more comparable year 
of 1929 has been about the same as that for secondary manufacturing 
generally (see Table 34). This however, has been largely due to the striking 
fall in the import share of Canadian synthetic consumption since that year 
combined with the fact that synthetic fabrics now account for over one- 
quarter of domestic consumption as compared to less than 5% in 1929. The 
synthetic section of the industry is generally technologically advanced, and 
fairly capital-intensive, (it is indeed like the chemical industry in most re- 
spects) and productivity gains in this sector appear to have kept pace with 
the national average, although some part of the long-run decline in the im- 
port share of the synthetic market has undoubtedly been due to an increase 
in tariff protection. As shown in Table 31 the key rate on synthetic fabrics 
is currently equivalent to about 38.5% ad valorem, as compared to some 35% 
in 1929. 


In contrast, the cotton section of the textile industry has, due to a whole 
complex of factors, seen its share of the market decline noticeably since both 
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1929 and 1939. Above all, it is a very labour-intensive industry, with wage 
costs (excluding salaries) accounting for some 58% of its net value of pro- 
duction compared to 38% in all secondary manufacturing. Although the 
proportionate increase in hourly earnings has not been very different from 
the national average, this increase has not been matched by gains in pro- 
ductivity comparable with those registered in other industries. Moreover, 
although average Canadian earnings in the textile industry are still some 20% 
lower than in the United States, and although this differential has narrowed 
less since 1939 than in many other industries, the movement of large parts 
of the United States textile industry to the southern States has meant that 
for some producers the wage differential with the United States has been 
substantially reduced; for example, the wage rate for male weavers in 1954 
was $1.55 in New England and $1.35 in the South. The importance of 
wage and cost trends in Canada and the United States is apparent from 
the fact that in 1953 some 80% of imports of cotton textiles came from the 
United States. By developing a more specialized and mechanized, although 
still comparatively labour-intensive, industry, United States producers have 
been able to reduce the labour content and raise the productivity of their 
operations faster than the Canadian industry with its smaller markets, shorter 
production runs, and more labour-intensive processes. 


The Commission study of the primary textile industry indicates how 
smaller scale and less specialized operations contribute to labour-intensity 
and raise unit labour costs in the Canadian industry: 


“The higher costs incurred by reason of short production runs arise 
directly from smaller workloads, costly changeovers and new set-ups, 
and indirectly from the added complexity and time involved in plan- 
ning, supervision and management.”® 


The submission of the industry itself also commented in this connection: 


“In addition to a higher direct labour cost the multi-purpose plant 
operations which are forced on most Canadian industry also cause 
increased costs in other ways. In the textile industry this results in— 


(i) more variety of raw materials to stock, and control in 
standard of quality and fineness; greater variety of mill 
supplies; 

(ii) more frequent machine changes, and more resulting waste; 


(iii) extra checks and controls to supervise the variety of process 
stocks, and to maintain qualities; 


(iv) more management in production planning, sales organization 
and inventory and delivery control.”® 


8Op. cit., p. 49. 
*Submission of the Primary Textiles Institute, p. 18. 
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The Commission study provided an estimate of the additional labour time 
involved in processing four lots of two pieces of a worsted cloth as compared 
with one lot of eight pieces. The difference ranged from nil at one early stage 
up to 288% more time at a later stage of manufacture. An industry spokes- 
man, in dealing with the same question, stated that the engraving of copper 
plates preparatory to setting up a run of cotton print goods costs the same 
amount regardless of the length of the run.1° Of course, factors other than 
manufacturing costs also give the American industry some edge in the Can- 
adian market. These include style, design and variety, better selling and 
advertising techniques and, in some cases, faster delivery.*+ 


Because it is a labour-intensive industry, Canadian cotton textile pro- 
duction is also working under an increasing cost handicap in competing with 
a number of low-wage countries overseas. In fact, this industry is in a 
uniquely unfavourable competitive position in being exposed to growing 
competition from both the more mechanized United States industry and over- 
seas countries. Although the share of United Kingdom imports in the Can- 
adian market has fallen from 10% before the war to about 3% in 1952-54 
and 2% in 1956, the share of imports from other countries, particularly 
Japan and India, has risen from approximately 3% of the market before the 
war. In the last few years the gains of these countries have been especially 
pronounced, although their share of the domestic market, at about 8-10% in 
1956, still remains comparatively small in relation to American imports. 
Reliable data for Japanese textile wages in the prewar period are not avail- 
able, but since 1945 the differential has remained broadly unchanged, with 
Canadian wages being some six to seven times those in Japan. However, 
the strikingly rapid modernization of the Japanese industry has enabled them 
to raise productivity at a much faster rate than was possible in Canada. Little 
is known of productivity and wages in the Indian textile industry but the 
rapid emergence of that country as a significant textile exporter suggests that 
it too has increased its output per man-hour at a rapid pace. On the other 
hand, the declining Canadian sales of the British cotton textile industry have 
taken place despite an increase in the wage differential in favour of Britain 
from 30% before the war to some 55% at the present time. This, together with 
available data on the physical productivity of the United Kingdom industry, 
confirms the failure of these producers to keep pace in improving their pro- 
duction methods. 


Import competition has been felt more fully by the Canadian cotton 
textile industry than some other industries because of an appreciable decline 
in protection, even though there have been no significant reductions since 
1939 in the provisions of the tariff schedule which apply to the main cotton 
textile imports, and even though most of these rates are actually higher than 
in 1929. This decline has been due principally to the effect of rising prices 


10H earings, Montreal, February 20, 1956, p. 6468. 
UJbid., p. 6490. 
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on the specific portion of the tariff and on its value bracket provisions. These 
latter provisions apply in the tariff item covering coloured cotton fabrics. 
The rate applying to imports from the United States is 25% and SYA Gra lOvit 
valued at less than 50¢ per pound, 2214% and 3¢ if between 50¢ and 80¢, 
and 17/2% and 3¢, if valued at more than 80¢ per pound. Although the ad 
valorem rates are only 24%2% below those prevailing in 1939, prices have 
about doubled since that time. Thus, to take a hypothetical example, a woven 
fabric valued at 49¢ in 1939 would have received tariff protection of some 
17¢, or 34.7% ad valorem, whereas in 1955 the same fabric, then valued at 
98¢, would have received a little more than 20¢, or some 20.6% ad valorem. 
In 1929 the comparable protection would have been 27.5%. In making the 
comparison with 1939, account must also be taken of the special valuation 


procedures and other administrative restrictions on imports employed 
throughout the 1930’s. 


The industry also claims that dumping, the selling of imported goods at 
prices below those prevailing in the country of origin, has increased in recent 
years. The anti-dumping provisions of the Canadian tariff are designed to 
deal with this practice, but the extent of trade between Canada and the 
United States makes it both difficult and expensive to prevent abuses in all 
cases. By the very nature of dumping, it is difficult for us to make a judgment 
about the extent to which it occurs, particularly as there is a tendency among 
some businessmen to treat all low-cost imports as dumping, even where no 
abuses have occurred. The textile study published for the Commission!2 sug- 
gests, however, that some dumping has undoubtedly taken place, especially 
in the high-volume mass-production lines, although a part of the increased 
import competition since 1951 has been due to the extremely competitive 
price and production conditions of the textile market in the United States. 


Obviously, the experience of the cotton textile industry varies widely 
from product to product and firm to firm depending on the nature of the 
production process, the ability to mechanize operations, and the general 
efficiency of management and labour. Competition from the United States is 
concentrated in the specialized mass-production items such as towels, sheets, 
and coloured cotton fabrics and in a number of items where style and design 
are particularly important such as dress and curtain fabrics. From the United 
Kingdom imports are concentrated in cotton yarns, high-count fabrics, and 
certain clothing items such as gloves, socks, handkerchiefs, and undershirts, 
Indian and Japanese imports tend to be largely composed of standardized, 
unbranded products in which advertising is relatively unimportant, in the 
Indian case being mainly unbleached fabrics and cheaper types of coloured 
cloth. Our imports from Japan reflect the more advanced nature of their 
industry, being particularly pronounced in certain types of finished products 
including shirts, T-shirts, gloves, and similar products. In contrast, the Can- 
adian industry has a much larger share of the market in certain industrial 


12Op. cit., pp. 31-32. 
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textiles such as tire fabrics, in canvas products, and in a number of other 
volume operations such as certain types of standard yarn for which the Can- 
adian market is large enough to support economic runs. 


Major efforts have been made by the majority of firms in the Canadian 
industry to improve productivity, although because of the nature of their 
operations they have not always been successful. The cotton textile industry 
as a whole has consequently lost ground in the productivity race at a time 
when productivity and wages in other industries have been rising steadily. It 
is this fact which is at the root of their difficulties at the present time, both 
vis-a-vis the specialized mass production industry of the United States, and 
the well-managed and increasingly mechanized low-wage industries in some 
overseas countries, particularly Japan. The decline in protection as a result 
of price inflation has undoubtedly brought these competitive problems home 
with more force than would otherwise be the case, but it should be remem- 
bered that the ad valorem protection offered to this industry, at around 20%, 
is somewhat above the national average for secondary industry which is 
estimated to be in the vicinity of 15-18%. The relatively large share of 
competing imports would not therefore appear to be due essentially to the 
comparative degree of tariff protection, but rather to the unfavourable costs 
and productivity of the cotton textile industry as compared to other Canadian 
producers. 


In contrast, competition in the labour-intensive Canadian woollen textile 
industry comes almost entirely from even less mechanized low-wage pro- 
ducers in the United Kingdom, who supply well over 90% of our imports; in 
this, as in some other labour-intensive industries, Canadian costs are 
generally well below those in the United States. The import share of the 
market at about one-third in 1953 was considerably larger than its 20% in 
1939 although much lower than the 50% in 1929. Domestic output in 1955 
was actually lower than it was in 1939, and even since 1929 the growth has 
been less than 50% compared to an increase of nearly 300% in secondary 
manufacturing as a whole. 

The recent difficulties of the industry and the closing of a number of mills 
have been due to two basic factors. First there has been a relative fall in 
demand for wool fabrics in Canada, to which the development of new syn- 
thetic fabrics, the fall in the proportion of consumer incomes devoted to 
clothing and personal furnishings, and (as is widely believed in the clothing 
industry’*) the styling and merchandising policy of the Canadian industry, 
have all contributed in some measure. In fact, in poundage terms total Can- 
adian consumption of wool fabrics in the last five years has only been about 
10% above its 1929 level. 


The competitive cost position of the Canadian industry has also 
deteriorated because of the widening of the wage differential with the United 


13See Reference No. 116—Report by the Tariff Board on the Canadian Wool-Cloth Industry, Ottawa, 
February, 1955, pp. 39-40 
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Kingdom. This widening appears to be no greater than that which has 
occurred in many other industries without serious effect, but the difficulty of 
mechanizing operations in the industry, despite the development of new 
weaving and spinning machines, has meant that Canadian productivity gains 
in the woollen industry have lagged behind those in other secondary in- 
dustries. In addition, the financial position of many firms in the Canadian 
woollen textile industry has been seriously affected by inventory investments 
made at the time of the Korean War boom in raw wool prices; many firms 
underwent severe losses when the price of wool subsequently declined 
sharply. Naturally the competitive position of individual firms in the industry 
varies considerably, depending to a large extent on the products made, 
special Canadian skills, designing ability, and other factors. For example, 
the import share of the carpet market has increased significantly, while the 
level of imports of woollen blankets is low and declining. This is true despite 
the fact that the average tariff rates applying to imports of carpets, (B.P. 25% 
and MFN 35-402) are considerably higher than those on blankets at around 
2242 -25%. 


Changes in tariffs have not been significant in this industry in recent 
years, although the decline over the longer run has been substantial. The ad 
valorem equivalent of rates applicable to all wool imports was about 15% in 
1948 and 1953, as compared to 2242% in 1929, over 40% in the early *30’s, 
and about 30% in 1939. The change since 1939 has been due to the provision 
in the tariff schedule, dating from 1937, that maximum duties on woven 
fabrics shall be 50¢ a pound, a provision which the increased postwar price 
of woven fabrics has caused to be operative since 1948. Although effective 
protection has been broadly unchanged for nine years, it was only in 1952 
that the import share of the woollen market began to rise sharply. In spite 
of the 1949 devaluation of sterling, it appears that the early postwar rush 
of consumers to re-stock on clothing, and the dislocation of British pro- 
duction acted to delay for some years the impact of the fundamental deteri- 
oration in the competitive position and markets of the Canadian woollen 
producers. 


A third outstanding example of a labour-intensive operation is the 
Canadian rubber footwear industry; the difficulty of mechanizing segments 
of its operations and increasing its productivity has already been referred to. 
As Canadian wages have risen in response to the competition for labour from 
more mechanized Canadian industries, the rubber footwear producers have 
become increasingly vulnerable to competition from the relatively less 
mechanized, but extremely low-wage, industries of Hong Kong, India, and 
other countries. In consequence, imports of rubber-soled canvas footwear, 
which were negligible before 1949, rose to 705,000 pairs in 1953 and 2.5 
million pairs in 1955, at which level they account for about 50% of the 
market in physical terms; in dollar values, because of the generally cheaper 
lines imported, they accounted for some 25% of the market in 1955. Four- 
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fifths of these imports came from Hong Kong, 15% from India, and the 
balance from other countries. In contrast, imports of waterproof rubber foot- 
wear, in which production is more mechanized and Canadian styles and 
quality are superior, have increased more slowly, accounting for only about 
10% of domestic sales in 1955 as compared to less than 3% in 1935-39; in 
value, the 1955 import share of this market was some 5%. The United King- 
dom accounts for about half of these imports, with the other main sources 
being Czechoslovakia and Hong Kong. 


At the same time, exports of all types of rubber footwear, mainly to 
Commonwealth countries, which were substantial before the war and again 
in the special circumstances of 1946-47, have been virtually eliminated by 
rising costs, while Canadian consumption has risen by only one-eighth since 
1939. The combined effect of falling exports, slowly rising domestic con- 
sumption, and the increase in imports, has brought about a reduction in 
total Canadian output from 20 million pairs in 1939 (24 million in 1947) to 
13 million in 1955. The British Preferential rate on canvas shoes with rubber 
soles is 20%, the MFN rate applying to Hong Kong producers 2712%, and 
the general tariff 40%; on rubber boots and shoes the rates are Free, 2212%, 
and 25%. The level of protection applying to the great majority of imports 
of canvas shoes with rubber soles is much higher than the national average, 
while only for the British portion of rubber footwear imports is duty free 
entry granted. In any event, in the absence of recent changes in protection, 
the reason for the deterioration of the Canadian competitive position in this 
labour-intensive industry can only be the relatively rising costs which have 
accompanied wage increases unmatched by offsetting productivity gains. 


Other labour-intensive industries which have been somewhat vulnerable 
to increasing competition because of rising labour costs and a relative lack 
of mechanization include segments of the clothing industry, portions of the 
leather footwear industry, some parts of the furniture industry, bicycle pro- 
ducers, and shipbuilding. However, in at least the first three cases, the natural 
protection associated with distance, transportation costs and other factors 
has combined with tariff protection to hold the import share of the market to 
low levels, although substantial imports of clothing and leather footwear are 
brought into the country by returning tourists. In the case of bicycles, in 
some measure because of its higher value/freight ratio and the large scale 
of English operations, these non-tariff factors have not operated, and al- 
though the preferential tariff remains at 20% the import share of the market 
is now some three times its 1929 level; the experience of certain toy manu- 
facturers has been somewhat similar. Although apart from its tariff protec- 
tion, shipbuilding has a substantial measure of additional protection from 
government purchasing of defence requirements in Canada, the industry 
obviously is not easy to mechanize. As a result a spokesman for the industry 
stated that higher Canadian wages cause Canadian costs of production to be 
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some 50% above those in the United Kingdom. This by no means exhausts 
the list of activities in Canadian secondary manufacturing which are rela- 
tively labour-intensive. Quite apart from such industries as ship-repairing, 
machine shops, and certain types of printing operations, which by their na- 
ture are of a local and semi-handicraft nature, there are a number of labour- 
intensive segments of otherwise mechanized industries. Included in this cate- 
gory are the assembling of electronic components, and the manufacture of 
some types of custom-built industrial and electrical machinery, in the latter 
of which the proportion of all labour costs to selling prices may be as high as 
70%. 


Imports of electronic equipment from the low-wage countries are rela- 
tively small, less than 8% of all imports, mainly because of differences in style 
and designs, although the protective effect of patents legislation and safety 
standards is also a factor. In the electrical equipment industry some 12-15% 
of all imports comes from countries other than the United States, but it is 
only in a few lines of heavy custom-built equipment that the low-wage coun- 
tries’ share of the market is noticeably above average. These products include 
steam turbo-generators, not at present made in Canada, certain types of large 
power transformers and parts, in which the total import share of the market 
in 1953 was less than 10%, some types of electric motors, and the heavier 
types of telegraph and telephone apparatus. In general, the import share of 
the market for most classes of equipment in the heavy equipment field has 
declined since 1929, although in recent years this result has been possible 
only because Canadian manufacturers have accepted sharply lower prices 
and profits. The Commission study notes also that with one exception, “much 
of the plant and equipment used by the two major firms for the production 
of heavy apparatus is old and in need of reconstruction”.'* Tariff reductions 
do not appear to have been a major factor affecting the industry’s competi- 
tive position with respect to heavy apparatus. Rates from the United King- 
dom are about the same as in 1929, with the exception of reductions from 
15% to 10% on telephone and telegraph apparatus, and the placing on the free 
list of steam turbo-generators not made in Canada. MFN rates applicable 
to most other low-wage countries have been reduced from 25% to 2242% for 
most types of heavy apparatus. 


It should be emphasized that in many of the labour-intensive types of 
heavy electrical apparatus the high level of engineering, drafting, and labour 
skills required to build complex machinery confers an advantage on Cana- 
dian producers as compared to those overseas. Domestic manufacturers also 
have a wage and cost edge compared to the United States in many of these 
types of equipment. The ability to design to meet special Canadian require- 
ments is an advantage, particularly in the production of such products as 
waterwheel generators which must be tailored to the requirements of an 


14Op. cit., p. 46. 
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individual power site. Moreover, Canadian producers have succeeded in 
raising productivity in some labour-intensive operations by improving de- 
signs, materials and factory layouts. Other cost and quality advantages also 
enable domestic producers to compete effectively in the Canadian market, 
including the better servicing facilities which they offer to their customers, 
and the inconvenience of translating European specifications into the English 
language and Canadian units of measurement. Nevertheless, some rise in 
the relative manufacturing costs of domestic producers has undoubtedly oc- 
curred in certain lines of heavy electric equipment where the growth"of the 
market has not been sufficient to permit more capital-intensive methods of 
production. 


It is interesting to note that many labour-intensive industries are charac- 
terized by lower than average wages. In cotton textiles in 1955 hourly earn- 
ings were $1.13, in leather boots and shoes, 98¢, in woollen cloth, $1.05, 
in clothing 98¢, and in furniture $1.17; these figures compared to a national 
average in manufacturing of about $1.45. This reflects a number of factors 
mentioned earlier of which the most important are in our view the compara- 
tively low level of skills required in these labour-intensive industries, and, 
in many cases, the high proportion of women employed. For example, as 
compared to 22% for all production workers in manufacturing, the proportion 
of women employed in the clothing industry is over 70%, while in leather 
products, and textiles (excluding synthetics) it exceeds 40%. A low level of 
wages by Canadian standards is therefore no guarantee that a labour-inten- 
sive industry in Canada can protect itself against foreign competition. Sim- 
ilarly, a relatively high level of wages, as in automobiles and primary iron 
and steel, may be perfectly consistent with a comparatively low level of 
competing imports. As already emphasized, the test of whether labour is 
high-cost or not is whether its productivity is proportional to its price. In the 
labour-intensive industries, lack of mechanization is reflected in unfavourable 
productivity and cost figures, so that even though the wage rates paid may 
be low compared to the average of those paid in other Canadian industries, 
relative productivity is still lower. The result is that these industries are high- 
cost in relation to other and more efficient industries, both inside and outside 
the secondary manufacturing sector. 


This chapter has dealt mainly with the problems of the labour-intensive 
industries even though the general wage analysis it contains applies equally 
to all secondary manufacturing activities. We would not wish this method 
of approach to imply that the question of wages is unimportant for the 
larger group of secondary industries in which production processes are 
more capital-intensive and in which productivity is usually sufficiently high 
in relation to the overseas countries to offset the Canadian wage disadvan- 
tage. In competing with the United States, the main source of import com- 
petition, these industries of course find that our lower level of wages reduces 
the handicaps incurred in producing for our relatively small market. Never- 
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theless, as we have pointed out, the 25% gap in wages is less than the average 
difference in productivity between secondary manufacturing in the two coun- 
tries, a fact which causes unit labour costs to be higher in Canada. This in 
turn makes most of our secondary industries dependent to some extent on 
tariff protection. Within this framework, the majority of our domestic manu- 
facturing industries have been improving their competitive position relative 
to the United States over the long run despite the fact that the narrowing 
of the wage differential with that country has obviously affected them in the 
same way as it has affected the more labour-intensive industries. As noted 
earlier, the explanation lies in the relatively rapid improvement in the pro- 
ductivity of most of the more mechanized industries, an improvement de- 
riving in large measure from such factors as the growth of the domestic 
market and the development of more specialized and capital-intensive pro- 
duction processes. These factors having outweighed the effects of wage 
changes in such industries, we believed it more useful to concentrate our 
main attention on the less capital-intensive industries where the reverse has 
been the case. 


Other Factors Affecting Labour Costs in Canada 


In discussing wages and labour costs in Canadian secondary industry, 
it is relevant to consider whether Canadian labour is more or less effective 
than that in other countries with respect to effort and ability. We have al- 
ready noted that there are differences in the productivity of secondary manu- 
facturing between countries due to differences in mechanization, production 
processes, and the size of markets. We must now ask whether any of this 
productivity differential is related to variations in labour attitudes and effec- 
tiveness between countries, i.e. whether labour productivity in Canada and 
other countries would continue to be somewhat different even if all other 
factors were equal except for the quality of labour itself. With respect to most 
of the overseas countries, it is generally agreed that Canadian labour is more 
skilled in mass production methods, harder-working, responds better to 
increased material incentives, and is more willing to accept new techniques 
and production methods. There are exceptions to this, of course, particularly 
in the case of certain specialized handicraft skills which have been developed 
over the course of many years in European countries, but we would not hesi- 
tate to commit ourselves to the general proposition that the quality, effort, and 
attitudes of Canadian labour confer a significant advantage on our secondary 
manufacturing producers relative to those in overseas countries as a whole. 


To the question of whether American and Canadian labour productivity 
would be equal under comparable conditions of production, the conflicting 
testimony of Canadian businessmen and the inconclusive results of a number 
of surveys suggest no firm answers. We have heard opinions ranging from 
“Canadian secondary industry labour is intrinsically 25% less productive than 
American because it is less materialistic and driving”, to “Canadian labour 
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is considerably more productive because it co-operates better with manage- 
ment”. However, the great majority of opinion seems to be that in general 
the Canadian worker would not greatly differ from his American counterpart 
under equal production, machinery, and marketing conditions. This conclu- 
sion would appear to be substantiated by a survey carried out in 1954 by 
John H. Young.'® Of 151 American manufacturing firms with subsidiaries 
in Canada who answered a question on this same subject, 45 thought their 
American labour force more efficient, 98 thought that there was no differ- 
ence, and 35 believed that their Canadian work force was inherently more 
efficient. Allowing for the relative smallness of the sample, the almost equally 
balanced pattern of replies suggests that in manufacturing as a whole the 
difference in favour of American labour, if it exists at all, cannot be very 
great, with the widely differing experiences of individual firms about cancel- 
ling each other out. 


Mr. Young noted that there was considerable similarity in the reasons 
given by firms for preferring either their Canadian or American labour force. 
Those who thought the Canadian labour force less effective tended to stress 
their comparative lack of industrial experience, their less complete response 
to increased incentives, their lower valuation of money and material things, 
and their slower pace of work. On the other hand, those who thought their 
Canadian work force more efficient tended to stress the more co-operative 
attitude of Canadian workers and the comparative lack of union restrictions 
and interference; in general, they held the view that Canadian labour was less 
“spoiled or pampered”,'® and that while Canadians may work more slowly, 
they also work more consistently. The great majority of replies, however, 
indicate that there is no significant difference between workers in the two 
countries with typical replies being: 


‘ 


‘,..as much variation in attitude and effectiveness in Canada from 
one work force to another as in the United States”; 


“The application of effort is considered about equal”; 
“The man determines the effort and not the nationality”; 


“There are no noticeable differences in efficiency or effectiveness 
between our Canadian and United States plants on the average. 
There are, however, a number of United States plants less efficient 
than our Canadian plants, as well as a few which are more 
efficient”’.17 


It seems clear on the basis of such evidence that the difference between 
the inherent ability and effort of the Canadian and American manufacturing 
labour forces cannot in general be very great, if differences in plant, equip- 


John H. Young, Some Aspects of Canadian Economic Development, Chapter V. Unpublished Ph.D. 
thesis, Cambridge University (England), January, 1955. 


1] bid., p. 73. 
M7] bid., pp. 73-74. 
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ment, and other factors are left aside. Even after allowing for what might be 
nothing more substantial than anti-union bias in some of the replies, one 
cannot feel that differences in labour attitudes per se are much of a factor 
in the broad over-all difference between Canadian and American secondary 
manufacturing costs, although in particular cases bad labour-management 
relations, inter-union rivalries, or other influences may cause the difference 
between Canadian and American plants to be quite pronounced in either 
direction. If it suggests anything, such material as we have seen may suggest 
that American manufacturers may have a very slight cost edge over their 
Canadian counterparts because of the greater materialism and drive of the 
American labour force. 


One other factor which may be thought to have had a slight bearing on 
cost differences in the two countries in recent years has been the relative 
shortening of the Canadian work week. It will be seen from Table 35 that 
the work week in Canadian manufacturing in 1955 was 41.0 hours as against 
40.7 in the United States, a difference so small as to be well within the sta- 
tistical margins of error. Although the statistics are less comparable for 1939, 
they indicate that the Canadian work week was some 20% longer than in the 
United States in that year. The virtual elimination of this difference in the 
last 15 years would not have raised total labour costs,1* but might have 
affected overhead costs somewhat by causing plant and equipment to stand 
idle for longer periods each week. This would not be an important factor in 
industries where the number of shifts has been increased or in which a multi- 
shift operation has been carried out in both periods. While we have not pur- 
sued this matter in any detail, nobody has suggested to us that the relative 
reduction of the Canadian work week should seriously be considered as a 
factor affecting the relative costs of Canadian and American manufacturing 
in recent years. 


18Abstracting from changes in productivity, which have reduced the number of man-hours necessary 
to produce a given amount of output, total labour costs are the same if ten men are paid for 40 hours 
a week or 8 men for 50 hours. 
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IN THE PRECEDING chapters we discussed two important factors which 
affect the competitive position of Canadian secondary industry: the smaller 
size of the Canadian market which prevents most Canadian producers from 
obtaining the same economies of scale and specialization as their competitors 
in the United States, and the level of Canadian wages which gives low-wage 
Overseas producers some advantage in competing with a comparatively few 
labour-intensive Canadian industries. In this chapter we propose to assess 
the effects of a wide range of other factors on the cost and competitive posi- 
tion of Canadian producers. Some of these factors, of course, are in part re- 
lated to or derived from the smaller size of our market but it was found more 
convenient to deal with them here rather than in Chapter 4. 


Cost of Materials and Machinery 


Canadian manufacturers appear to pay about the same prices for most 
raw or unprocessed materials as their competitors in the United States. This 
is particularly true for indigenous materials such as copper, lead and zinc; for 
these metals Canadian prices are usually no higher than American, and in 
others such as aluminum, Canadian producers have a positive cost advan- 
tage. However, the president of a fine paper company said that Canadian fine 
and specialty paper manufacturers on the whole paid more for pulpwood 
than their competitors in the southern United States, due mainly to higher 
freight costs. On imported raw materials such as cotton, wool, tin and ndtural 
rubber, which in most instances enter Canada duty free, Canadian manufac- 
turers generally pay about the same prices as their United States competitors. 
The fact that the United States in a few instances protects domestic produc- 
ers of raw materials tends to raise costs to the American manufacturer and 
gives Canadian manufacturers who can buy from other sources a slight com- 
petitive advantage. Although Canadian secondary industries generally pay 
somewhat less for electric power, costs of coal and petroleum are somewhat 
higher in Canada than in the United States; Canadian consumers are on the 
average farther from the source of supply, and there is a duty of $0.50 per 
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ton levied on bituminous coal imported into Canada. Nevertheless, except 
in a few industries where fuel is an important raw material the difference in 
fuel costs is not a significant handicap. In fact, in the most important fuel- 
using secondary industry, primary iron and steel, coal imported for coking 
purposes is permitted duty free entry, and a subsidy of $0.495 per ton is 
granted to Canadian steel producers using domestic coal for the same pur- 
pose. Little is known about relative prices of fuel and raw materials in Cana- 
da and in the overseas countries, but what evidence there is suggests that 
Canadian producers are certainly not under any cost handicap in this respect. 


In contrast to the price paid for raw materials, Canadian prices of manu- 
factured parts and materials are often considerably higher than in the United 
States. This price differential is essentially a reflection of the higher costs of 
manufacturing in Canada and of the tariff on imports of many manufactured 
goods. The amount of. the cost differential for any given product will there- 
fore be closely related to the cost disadvantages of producing it in Canada, 
whether due to scale, specialization, wages or other reasons, and to the tariff 
levied on it. We have already cited many examples of these higher costs of 
manufactured products and of relevant tariff rates. In fact, in some industries 
such as automobile production the cost disadvantages may be due as much 
to the cost of parts as to cost disadvantages at the assembly or final produc- 
tion level. Industries most affected by the higher costs of manufactured 
components naturally tend to be those with a relatively high proportion of 
such parts in the final product, in particular the durable goods industries 
including automobiles, electrical equipment, machinery, and iron and steel 
fabrication. In this connection the president of Montreal Locomotive Works 
stated that selling prices in Canada are 12% to 15% higher than in the United 
States. This is due in part to the relative size of the two markets, but is also 
attributable to higher material costs. He went on to say: 


“., materials and components which are not made in Canada must 
be imported from the United States. They include steel in forms not 
rolled in Canada or in quantities not obtainable in Canada during 
periods of high activity in the mills. They also include components 
whose manufacture in Canada presumably is not justified by the size 
of the market. Nevertheless, with the exception of diesel engine com- 
ponents, which may be imported duty free under Section 442-D if 
of class or kind not made in Canada, full duty must be paid. This 
duty is an appreciable factor in locomotive cost and will become 
greater if import dutics on steel, particularly on types not produced 
in Canada, are increased. Locomotive costs and prices could be re- 
duced if components and materials, production of which in Canada 
is clearly uneconomic, could be imported duty free." 


1Hearings, Montreal, January 20, 1956, pb. 3983. 
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Of course, this handicap is reduced to the extent that parts are admitted 
duty free or at low rates because they are not made in Canada, because end- 
use exemptions apply, or because duty drawbacks are granted on materials 
used for manufacturing goods to be exported. The agricultural machinery 
industry, for example, is able to bring in its components free of duty (there 
is also duty free entry on finished machinery), and is therefore at no signifi- 
cant disadvantage on this score. Many other industries including automo- 
biles, electrical equipment and chemicals may bring in many parts or com- 
ponents not made in Canada at low or free rates of duty. In general the 
tariff on fabricated materials or parts is the same as, or lower than, on 
finished products. The competitive disadvantage of the Canadian manufac- 
turer in importing parts over the tariff, or in buying higher-cost Canadian 
parts produced behind tariff protection, is thus more than compensated for 
by the protection he receives on the finished product. In fact, to the extent 
that tariff protection on finished products is higher than on parts, the effective 
rate of protection for the Canadian manufacturer is increased. For example, 
if a product is assembled in Canada from imported parts carrying a 10% 
duty, with the parts forming half of the value of the finished product, and the 
duty on the finished product is 20%, then the effective rate of protection is 
actually 30%.2 However, it was stated by one representative of the dress 
industry that a manufacturer importing wool, textiles and rayon fabrics for 
dresses paid duty up to one-fifth higher than is assessed against finished 
dresses made up of the same materials.* 


In summary, in purchasing raw and unprocessed materials, and fabri- 
cated products which are imported duty free or which can be manufactured 
as cheaply in Canada as in the United States, Canadian secondary industry 
as a whole appears to be at no net cost disadvantage. However, in buying 
the somewhat larger group of materials manufactured at a higher cost in 
Canada or imported over the tariff, Canadian producers appear to pay an 
average premium of about 10% to 15% (see Table 49). While we have no de- 
tailed statistics on the proportion of total material inputs that this latter 
category represents, we estimate that the costs of all types of materials com- 
bined may be 5% to 10% higher to Canadian than to American producers. As 
purchased materials are equivalent to about half the gross value of secondary 
industry production, and as some allowance must be made for the element 
of double counting in the statistics (final products of one industry shown as 
material used in another), these higher material costs are probably respon- 
sible for no more than between two and four percentage points of the cost 
differential between Canadian and American secondary industry. Much of 


2If the final product sells for $2.00 in the United States, and protection is 20% in Canada, the 
theoretical maximum price which can be charged in this country without incurring import competition 
is just under $2.40. If the parts which cost $1.00 in the United States cost $1.10 in Canada, the Canadian 
producer may charge up to $1.30 for the value added by manufacturing compared to $1.00 charged by 
the American producer. 


3Hearings, Montreal, January 20, 1956, p. 4079. 
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this cost handicap, of course, is properly attributable to the diseconomies of 
the smaller size of our market. 


Costs of machinery in Canada are affected by the same broad considera- 
tions. As mentioned earlier, in recent years about two-thirds of Canadian 
machinery requirements have been imported. The present tariff rates are 
(a) for machinery of a class or kind made in Canada, British Preference 10%, 
MEN 2272%; and (b) for machinery of a class or kind not made in Canada, 
B.P. free, MFN 742%. Moreover, in many cases end-use exemptions, draw- 
backs, and special orders-in-council enable machinery to be imported duty 
_ free. In fact the actual duty collected has been around 10% of the total value 
of machinery imports although costs of machinery actually produced in 
Canada are estimated generally to be between 10% to 20% higher than in the 
United States. Taken together, all these factors suggest that the net disad- 
vantage of Canadian producers in buying machinery are of the order of 10% 
to 15%. Since annual depreciation charges on machinery are in most indus- 
tries a considerably smaller element of costs than the purchase of manufac- 
tured components, this factor, while of some importance particularly in 
capital-intensive industries, is much less significant in its effect on costs than 
the higher prices Canadian manufacturers must pay for materials. 


Transportation and Distribution 


It is suggested frequently that it costs Canadian manufacturers more than 
American manufacturers to ship and distribute their goods; their market is 
not only much smaller but distributed along a narrow strip of land across the 
continent. It must be emphasized first that on a ton-mile basis Canadian 
freight charges do not appear to be greatly different from those prevailing in 
the United States, although the complexity of freight rate structures causes 
rates on individual products to vary widely. However, lower productivity in 
the Canadian transportation system, for which the geography of the country 
is undoubtedly in considerable part responsible, appears to be roughly offset 
by lower wages on the average. Nevertheless, in some industries transporta- 
tion costs, as contrasted to freight rates, are higher in Canada. For many 
products, demand in Canada is large enough to support only one or two 
plants located near the centre of the main Canadian market. The United 
States market, on the other hand, is of sufficient size to absorb the output 
of a larger number of plants dispersed around the country. Even if Canadian 
plants were as large, as specialized and as efficient as the American, the 
greater decentralization permitted by the larger United States market would 
mean lower freight costs to market for the American producer. 


In effect, the choice facing Canadian producers is whether to decentralize 
to achieve lower transportation costs at some loss in productive efficiency, 
or to accept higher freight costs and maximize the economies of scale by 
concentrating production in one central plant. How the dilemma is normally 
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resolved will depend upon a number of considerations, the most important 
of which appear to be the nature of the product and the extent of the penalty 
for operating a plant below optimum size. Where the product is expensive 
to ship in relation to its value, or where economies of scale are not im- 
portant, production is much more likely to be decentralized than in those in- 
dustries where economies of scale are great and freight costs relatively less 
important. This may be illustrated by a brief examination of the position of 
some of the more important secondary industries. The automotive industry, 
including assembly and the manufacture of parts, is largely concentrated in 
Ontario between Windsor and Oshawa. Although freight costs are substantial 
—it costs $250 to ship an automobile from Windsor to the West Coast— 
scale is so important a cost factor that decentralization of production is 
simply not feasible. In the United States there is a concentration around 
Detroit in the manufacture of many complex component parts, but assembly 
of automobiles is carried out not only in the Detroit area but in many plants 
scattered across the country. Consequently, the freight component in a Can- 
adian automobile shipped to Vancouver is higher than on the same auto- 
mobile sold across the border in the state of Washington, and appreciably 
more than the freight costs on automobiles brought in by ship from overseas. 
To offset some of this freight disadvantage Canadian manufacturers absorb 
as much as $100 of freight costs per automobile, but a subsidy of this kind, 
while it makes Canadian automobiles more competitive in British Columbia 
with imported vehicles, adversely affects the manufacturers’ over-all com- 
petitive position. 


The study of the Canadian primary iron and steel industry refers to the 
same problem: 


“Because of the location of the Canadian mills and the great 
distances over which the Canadian market is spread, comparative 
freight costs bulk especially large in this country . . . in western Can- 
ada the advantage is on the side of the U.S. mills . . . the U.S. steel 
mills which compete with (Canadian producers) are strung out at 
various points across the country . . . cheap ocean freight rates give 
overseas exporters an advantage over the Canadian producers in 
reaching areas within a certain radius of both the Atlantic and 
Pacific seaboards.’’* 


The handicap is reduced somewhat by competitive rates—“agreed charges” 
—obtained from the railways, although these rates are never set by the rail- 
way below the point that “does not return its operating costs and something 
more”. To take the most extreme case shown in the study, the freight rate 
on bars from Seattle to Vancouver is $0.23 per cwt. whereas it is $1.10 from 
Hamilton. However, it might be noted that the base price of bars of $4.80 
at Hamilton is $0.60 below that at Seattle. More typical cases suggest that 


4Op cit., pp. 25-28. 


OTHER COMPETITIVE FACTORS 


the freight differential to western Canadian points ranges on the average from 


10% to 15% higher, which expressed as a percentage of final selling prices may 
be of the order of 2% or 3%. 


These two industries—the automotive, and the primary iron and steel— 
are not, of course, representative of secondary industry as a whole. In spite 
of the fact that their products are heavy and bulky, with freight costs 
relatively high in relation to value, the large size of technical units in each 
industry and the importance of economies of scale greatly outweigh the re- 
duction in transportation costs which would result from more decentralized 
production. In some other secondary industries the economies of scale, while 
perhaps not so great as in automobiles or iron and steel, are usually more 
than enough to lead to a similar concentration of production in Ontario 
and Quebec. In this category are tobacco products, some types of clothing, 
textile and electrical products, rubber products and some secondary chemi- 
cals. Finally there are industries where the ratio of freight to value is high 
and either regional markets are large enough to support a reasonably efficient 
plant or the penalties of smaller scale operations are not severe. This group 
includes brewing, meat packing, furniture manufacturing and oil refining; 
plants in these industries tend to be distributed across the country more or 
less on the pattern of the population. However, even where decentralization 
of Canadian production has taken place, there may still be areas where im- 
ported goods have an appreciable advantage due to freight costs. It was 
stated at the hearings by a spokesman for a large Canadian building products 
company that, although there are plants manufacturing roofing material in 
Toronto and Winnipeg which compete successfully in these centres with im- 
ports, freight costs at the intermediate city of Fort William are such that 
Canadian producers are being priced out of that market.° 


It must be emphasized, however, that those Canadian industries which 
are not decentralized and which are adversely affected by freight costs at the 
extremities of Canada, have a considerable freight advantage in the central 
Canadian market. With Ontario and Quebec forming the principal market 
for secondary industry output, and having 62% of the population, 67% of 
personal income, and 87% of secondary manufacturing, this is obviously of 
considerable importance in giving Canadian manufacturers a cost advantage 
over competing imports. The primary iron and steel study stated in this 
connection that in most sections of the big central Canadian market, with 
the exception of southwestern Ontario, competing United States mills have a 
freight disadvantage that helps to limit import competition significantly in 
that region.® In the automobile industry the freight advantage in central 
Canada is not particularly significant insofar as United States competition 
is concerned, but it does improve considerably the competitive position of 
Canadian producers with respect to overseas producers. This is in contrast to 


5Hearings, Montreal, February 23, 1956, p. 7034. 
6Op. cit., pp. 14, 15, 25. 
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the position on the two coasts. In many other bulky or perishable products, 
such as cement blocks or bread, freight costs not only provide the manu- 
facturer with protection from foreign imports but protection from goods from 
other regions of Canada, although at the same time they restrict him to his 
local market. Rising freight rates may thus have unfortunate consequences 
for some regional producers. At the hearings reference was made to a Nova 
Scotia company that manufactured wall plaster and in 1948 was able to 
compete in the Toronto market in spite of a freight disadvantage of some 
$4 per ton compared with the Ontario plaster.” In the following eight years 
freight rates approximately doubled; the new $8 freight differential could 
not possibly be absorbed by the Maritime manufacturer and he was com- 
pletely forced out of the Toronto market. 


It is difficult to conclude on balance that higher costs of transportation 
of either materials or finished goods are a serious handicap for Canadian 
secondary industry as a whole. Certainly for a number of industries in some 
regional markets in Canada, freight rates and transportation costs may give 
the foreign competitor an edge, but the same factor often effectively pro- 
tects the Canadian producers’ main markets from foreign competition. It 
would also appear that distribution, warehousing and selling costs are no 
higher generally in Canada than in the United States, although one witness 
suggested that Canadian costs of distribution have been increasing more 
rapidly than those in the United States since the war, largely because of a 
narrowing wage differential. Our greater distances, lower population density, 
two-language market and less specialized marketing and distributing facilities 
may cause the proportion of our manpower absorbed in distribution to be 
somewhat higher than in the United States, but it should be emphasized that 
a large part of the Canadian market for the products of secondary industry 
is located in an urban, fairly thickly populated region close to the centre of 
industrial production. The distribution, servicing and selling of manufactured 
goods would not appear to be greatly different in Montreal or Toronto than 
in Buffalo or Boston. Even more important, the distribution of goods tends 
to be fairly labour-intensive, and wages remain considerably lower in Canada 
than in the United States. As the head of one of Canada’s largest food chains 
pointed out: 


“Today, labour costs are by far the most important single iteny in the 
operating expenses of chain food stores. In the United States, pay- 
roll expenses of the average chain usually exceed 9% of sales . . . It 
was 9.63% in the second quarter of 1955. Among Canadian food 
chains, wages and salaries generally constitute between 7% and 8% 
of the total sales.’’® 


Insofar as distribution costs are reflected in wholesalers’ and retailers’ 
margin, the Commission’s study of the service industries suggests that there 


7Hearings, Ottawa, March 2, 1956, p. 8233. 
SHearings, Montreal, February 21, 1956, pp. 6632-3. 
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is little to choose between the two countries. Gross margins on a percentage 
basis tend to be higher in the United States, but net profits in that country 
appear to be lower than in Canada, at least at the wholesaling level. It is true 
that prices of secondary products in Canada are on the average higher than 
United States prices, and this may mean a slightly higher unit expenditure 
in terms of dollars, but a small differential of this order lies within the 
margins of error of the data. In summary, we find it difficult to conclude that 
costs of distribution and selling are higher in Canada than in the United 
States, or that this factor affects the relative position of Canadian secondary 
industry as a whole. 


Climate, Construction Costs and Seasonality 


It has been suggested by some manufacturers that the severity of the 
Canadian winter raises costs in Canada. The president of Canadian Car and 
Foundry said in his testimony: 


“The cost of heating alone, bearing in mind the type of buildings 
used, gives the United States competitors a definite advantage; 
climatic conditions are an important factor in increasing overhead 
costs, in addition to adding to the costs of the original buildings.”® 


On a particularly cold winter day it is easy to be persuaded that this argu- 
ment has some validity. Yet on closer examination it does not appear that 
for secondary industry as a whole the Canadian climate markedly affects 
costs relative to those in the United States. In the first place, much of the 
competing secondary industry in the United States lies in northern latitudes 
of that country where the winters, if in most areas not quite so long as in 
Toronto or Montreal, are subject to similar extremes of cold and frequency 
of snow and sleet storms. Although heating costs are somewhat higher in 
Canada, the construction and insulation requirements of factory buildings 
in the two countries are much the same. Moreover, American summers, even 
in the northern industrial belt, tend to be longer, hotter and more humid than 
the average for Canadian industrial centres, and this also has implications for 
costs and labour productivity. The interruptions to work caused by heat 
waves, and the need for air conditioning to make summer employment toler- 
able, may well be as great a cost handicap as cold weather. These conditions 
of course, also affect Canadian producers although to a lesser extent. 


Construction costs in the two countries do not appear to be greatly 
different. The Commission’s study of the construction industry undertook 
some cost comparisons and, while the evidence was not conclusive, it 
suggested that the lower cost of building materials and less marked seasonal 
fluctuations in the United States tend to be offset by the lower level of Can- 
adian wages. The effect of the Canadian weather on construction activity in 
Canada, however, does appear to have some cost implications for producers 


°Hearings, Montreal, January 20, 1956, p. 4000. 
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of buildings materials. Table 39 compares construction employment in Can- 
ada and the United States in 1955 and 1956 on a month by month basis. 
Although differing economic trends in both countries may have some slight 
distortive effect on the seasonal pattern, the table reveals a much sharper 
decline in winter construction activity in Canada; employment in the low 
activity months in Canada is nearly 40% below the high, compared to 22% 
below the high in the United States. The table also shows the comparative 
production pattern for three representative building products, brick, gypsum 
lath and paint. Variations in Canadian production are much greater than in 
the United States; such building materials are bulky and difficult to stock- 
pile, and output must be linked fairly closely to construction industry de- 
mand. These sharper seasonal swings, of course, tend to raise production 
costs in Canada relative to those in the United States. Other secondary in- 
dustries which may be similarly affected, although probably not to the same 
degree, include structural steel, steel pipe, plumbing and hardware supplies. 
However, there appears to have been some reduction recently in the ampli- 
tude of the seasonal variations due to improvements in building techniques. 
The president of Dominion Bridge Company said that the seasonal fluctu- 
ations in the activities of his firm had been greatly reduced over the past 
few decades: 


“It might be supposed that a lot of time is lost during the winter 
but actually in the latitude of Montreal the percentage of days lost 
by our erectors due to cold and snow is not much higher than that 
lost during the summer due to rain and wind. The ability to main- 
tain a year around erection force adds to the economy of operations 
by cutting overhead and other costs.’’?° 


On balance, it would appear that only the relative costs of manufacturing 
building materials, where production must be closely geared to demand, are 
affected appreciably by the seasonal swings in construction. As already indi- 
cated these industries are to some extent protected against imports in their 
local markets by heavy transportation costs on their products. 


Most secondary industries in Canada and the United States of course 
experience seasonal variations in production. Indices of monthly employ- 
ment in some secondary industries are given in Table 40. The fluctuations 
which occur reflect the fact that most buying by consumers or farmers, 
whether for clothing, automobiles, rubber footwear, combines or tractors, 
tends to be seasonal in nature. As the president of RCA Victor of Canada 
pointed out, a seasonal pattern even applies to television sets: 


“One serious problem I would like to mention here as a problem to 
which we have no solution and neither has the industry found a 
solution, is due to the Canadian consumer’s insistence on purchasing 
some 57% of his television in the last four months of each year. 


10H earings, Montreal, February 22, 1956, p. 6874. 
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(Over the past five years Canadians have purchased 69% of their TV 
receivers in the last half of the year.) The production curve goes up 
sharply from August to December—then drops off gradually until 
April—with often a pronounced dip in the months of May, June 
and into July. To meet this seasonal demand many of the hourly 
workers employed on production of television receivers in the fall 
months cannot be kept in employment in the spring and early 
summer. When laid off a substantial number find other work and 
when the heavy demand commences again in the late summer a new 
group must be hired and trained.’’11 


However, he went on to say that the American buying pattern is somewhat 
similar, if perhaps not so extreme. The fact that in Canada spring and 
summer arrive later than in the United States, and do not last as long, has 
been mentioned as a competitive handicap by some manufacturers, particu- 
larly those in the clothing industry. It is argued that the American manu- 
facturer of summer dresses not only has a year round market available in 
some part of the United States, but the earlier introduction of new models 
in the United States enables him to hit the later peak of the Canadian market 
with end-of-line clearance sales. These sales may not be dumping as of- 
ficially defined, since the goods are offered on the same basis in the United 
States as well as in Canada, but they do provide serious competition for the 
Canadian producer. This problem has however been recognized in the recent 
amendment to the Customs Act which provides that valuation of end-of-line 
clearances for duty purposes will be based on average prices prevailing over 
the previous six months. 


Looking at secondary industry as a whole, the adverse effects of climate, 
construction costs, and seasonality do not appear very serious. Apart from 
the producers of building materials, and possibly some kinds of clothing, the 
Canadian and American manufacturers are exposed to very similar con- 
ditions. Nevertheless, although climate may not have much of a direct im- 
pact on relative production costs in Canadian secondary industry, its impact 
on the Canadian consumer is considerable. Home heating and winter clothing 
costs and snow-removal taxes are all somewhat higher in Canada. These 
costs, however, do not enter into the manufacturer’s calculations, unless they 
compel him to pay higher wages to counter the lure of the warmer climate to 
the south. If this is a factor in some industries we have no way of measuring 
it, apart from noting that some companies reported losing engineers and 
technicians to Florida and California as much for the attraction of the 
climate as for the salary differential. 


Legislation and Taxes 


It has been suggested that certain provincial restrictions on hours of 
work and the employment of women on night shifts may have some slight 


Hearings, Montreal, February 24, 1956, pp. 7155, 7159. 
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effect in raising the costs of Canadian textile manufacturers relative to those 
in the United States. While clearly not a significant factor, it is difficult to 
measure its impact precisely, particularly as many Canadian textile plants 
are now operating below capacity. However, in such a labour-intensive in- 
dustry, the effect of using the factory for slightly fewer hours per week is 
probably much less of a handicap than in more capital-intensive industries. 
The president of one company suggested it was of some importance in the 
fine paper industry. He said that the American mills can operate seven days 
a week whereas Canadian producers “are prevented from working more than 
six days per week by provincial-legislation or by lack of union agreement”.” 
However, these limitations would only appear significant when companies 
affected by the restrictions are operating at capacity; apparently this has 
seldom been the case in the fine and specialty papers industry. In contrast, 
the newsprint industry in Quebec and Ontario, which has been operating 
at capacity for nearly a decade, is affected much more by the limitation of 
the six day week. There appear to be few other instances in which differences 
between the two countries in legislation affecting conditions. of work have a 
measurable effect on relative costs. 


Tax differences are sometimes cited as a factor which prejudices the 
competitive position of the Canadian producer.'* With respect to corporation 
income taxes, Canadian manufacturers have an advantage at the present 
time, with the effective rate on all but a minimum business income at 47% 
(now 49% in Ontario) compared with 52% in the United States. Moreover, 
material contained in the Commission’s study of taxation suggests that the 
net effect of state corporation taxes and social security contributions, the 
latter of which are included in the corporation tax rate in Canada, serves 
to widen the differential by some five percentage points.1+ Other provincial, 
state and municipal taxation varies from locality to locality and although no 
general conclusions may be drawn about the relative position of Canadian 
industry as a whole with respect to these taxes, no significant differences were 
brought to our attention. Canadian sales and excise taxes are applicable to 
imports as well as to domestic production. In fact, the valuation of these 
imports for tax purposes frequently includes some costs such as freight which 
are not included in the tax calculation on Canadian production; this’ may 
confer a very slight advantage on the Canadian manufacturer. Similarly, 
excise and customs duties on imports of highly taxed products such as 
whisky and cigarettes are higher than on domestic products. In addition, 
differences in retail mark-ups, either by provincial governments in the case 
of alcoholic beverages or by retailers in the case of tobacco, favour the Can- 
adian manufacturer. 


12Submission by E. Howard Smith, President, Howard Smith Paper Mills. 


13Whether or not corporation taxes are properly classed entirely as ‘‘costs’’ is a matter which we 
do not propose to debate here. 


Certain Aspects of Taxation Relating to Investment in Canada by Non-Residents, p. 12. 
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Relationship with United States Industry 


We have referred a number of times to the many corporate links between 
secondary industry in Canada and the United States. One important aspect of 
this question is the extent to which Canadian secondary industry is owned 
and controlled by Americans. Since foreign ownership of Canadian industry 
as a whole is considered in some detail in the Commission’s study Canada- 
United States Economic Relations, we propose to touch only briefly on the 
statistical record; Tables 41 and 42 are drawn from that study and present 
control and ownership data in summary form.'® The essential facts are these: 
on the basis of gross value of output, close to one-third of Canadian 
secondary industry is controlled by United States residents, although in terms 
of percentage of capital employed the proportion is slightly higher; in such 
important secondary industries as automobiles and parts, rubber products, 
electrical apparatus, chemicals and oil refining, between 50% and 98% of total 
output is produced by United States controlled companies; at the other end 
of the scale, the primary iron and steel, textiles, (excluding synthetics where 
the leading producers are all controlled by non-residents) tobacco, beverages 
and agricultural implements industries are largely owned and controlled in 
Canada. 


The statistics alone do not give a complete picture of the extent of the 
working relationships between firms in the two countries. Some Canadian 
firms, such as Massey-Harris-Ferguson, and Distillers-Seagrams, have United 
States subsidiaries which are as large or larger than the Canadian parent. In 
other firms where Canadians hold over 50% of the equity, an American 
minority representation may be concentrated enough to maintain effective 
control. Still other companies have licensing arrangements with American 
firms whereby they have access to designs, patents, and inventions without 
the existence of any corporate links. Finally there are Canadian companies, 
such as those in the primary iron and steel industry, which participate with 
United States firms in an exchange of information about new ideas and 
techniques on an informal or co-operative basis or through such organi- 
zations as the American Iron and Steel Institute. 


The causes for this close business relationship are not difficult to find. 
Geography, close personal links, the extensive tourist trade between the two 
countries, the pervasiveness and persuasiveness of American advertising, 
the generally high quality of American manufactured goods, the similarities 
in attitudes and cultures, have all tended to create in Canadians a desire 
for products of American style or design, particularly in the field of brand- 
name consumer durables and machinery. The developing Canadian market 
for many of these products of secondary industry is usually first satisfied by 
imports from the United States producer. Eventually the Canadian market is 
large enough to permit the establishment of a branch plant in Canada to 


1sAppendix B of that study gives the names and locus of control of leading firms in a number of 
important secondary industries. 
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assemble the product of imported components, with the timing of the move 
into Canada conditioned in part by the level of tariff protection and by the 
prospects of action by competitors. In the final stage, a large proportion of 
the components are manufactured in Canada. This process is continuous, 
with new products being introduced steadily by the parent in the United 
States. As a result the Canadian branch continues to expand with the growth 
of the parent as well as with the development of the Canadian market; it 
may become more independent, more Canadianized in its activities, but the 
links with the parent usually remain strong. 


If the interrelationship between Canadian-United States secondary in- 
dustry is in part the result of proximity and natural evolution, it has also a 
sound economic rationale. We have emphasized that the greatest handicap 
facing Canadian secondary industry in meeting American competition is the 
smaller market and the inability to achieve the same economies of scale and 
specialization. The handicap would be very much greater if Canadian sub- 
sidiaries were unable to draw on American parents for the fruits of research 
and engineering and process development and for design and complex parts, 
as well as for the customary requirements of any subsidiary for management, 
advice, staff training and capital. In many of these functions carried on by the 
United States parents the economies of scale are very large; in some it would 
be impossible for the Canadian subsidiary to duplicate the work of the parent 
at any cost within reason. These economies from scale and specialization are 
by no means of equal weight in all secondary industries, but it is hardly a 
coincidence that American control and ownership of Canadian industry is 
substantial in such industries as automobiles, chemicals, electrical equipment 
and rubber products, which spend large amounts on research, new products, 
design, tooling and engineering. 


Perhaps nowhere are the advantages accruing to Canadian industry from 
access to the parent more apparent than in the broad spectrum of activities 
classed as “research and development”, which includes everything from pure 
scientific research down to the very practical aspects of design and process 
engineering. In the field of industrial and applied research the acknowledged 
world leadership of the United States stems in part from their very large 
market and high wage levels, which combine to make the rewards of inno- 
vation great and the unit cost of research expenditures relatively small. Yet, 
as a spokesman for the electrical industry pointed out, research is a com- 
modity much like any other. It can be bought at a price, and for most 
Canadian secondary industries it is much cheaper to buy it from the parent 
or in the open market than to try to do it themselves. The method of 
charging the subsidiary of course varies considerably. The study Canada- 
United States Economic Relations said that these charges: 


“may be a small fixed percentage of total sales, a negotiated fee, 
a sum based on the proportion of the subsidiary’s output or some 
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other similar arrangement. In a large number of companies the 
charges levied are substantially below the cost to the parent com- 
pany, and in many others there is no specific research charge levied 
on the subsidiary”. 


The importance of the United States connection for the Canadian auto- 
mobile industry was emphasized by the president of Ford Motor Company 
of Canada: 


“To the degree they can afford it, the Canadian companies take part 
in the continuing search for ways and means to make better prod- 
ucts at lower cost. Necessarily, however, they rely upon their af- 
filiated companies in the United States for the basic research and 
engineering on major projects, and for product development, be- 
cause these very large companies have resources that are far beyond 
our reach, Hundreds of millions of dollars are spent annually in the 
big research and experimental centres established and maintained 
by the major United States companies. One of the chief advantages 
of the close relationships between Canadian automotive companies 
and their American associates is their participation in the results of 
United States research. The people of Canada thus share in the 
benefits of research that would be flatly prohibitive in cost if the 
Canadian companies had to undertake it on their own”.'® 


Comments in the same vein were made in the Commission’s studies of the 
automotive, electronics, and electric manufacturing industries. Canadian 
industries which do carry on a substantial amount of research (the pulp and 
paper and aluminum industries are perhaps typical of these) have been able 
to do so only because they have access to world markets, and have become 
important world producers of these commodities. In this connection an 
industry brief stated: 


“Shawinigan Chemicals is often cited as an example of a company 
wholly owned in Canada which has benefited greatly from its own 
research. While it is true that Shawinigan has carried on industrial 
research on a comparatively large scale for more than 35 years and 
has developed important new processes and products, yet it must be 
admitted that the most important of these have had to be exploited 
outside of Canada in order to justify the expenditure on research and 
development. The Canadian market for Shawinigan’s polyvinyl 
acetate and acetal resins has been disappointingly small, but our 
operations in the United States based on these materials have been 
an outstanding success, and continue to grow... . Actually what 
has made (our research) programme possible from the standpoint 
of return on the money invested in research and development, is the 


16H earings, Toronto, January 31, 1956, p. 5586. 
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successful exploitation of our inventions in foreign countries, 
principally in the United States.”!" 


The advantages of access to facilities in the United States, are, of course, 
not limited to subsidiaries of United States parents, although as Mr. Barber 
pointed out in the electrical manufacturing industry study, it is doubtful if 
any independent Canadian firm could obtain as favourable arrangements as 
exist between General Electric and Canadian General Electric. The close 
relations between these two firms are indicated by the following excerpt from 
a letter sent by the president of General Electric to his staff: 


“It is the policy of the General Electric Company that all its depart- 
ments and affiliated corporations give to C.G.E. their active assist- 
ance and co-operation in every way possible. This includes the 
furnishing and making available to it of full information, data, 
design, engineering technique, machinery layout, production pro- 
cesses, drawings, specifications and plans and research concerning 
all products G.E. and its affiliated companies are from time to time 
planning and manufacturing . . . Employees of C.G.E. shall be 
given access to G.E. factories and offices and those of its affiliated 
companies to the extent necessary to implement this policy.’ 


Canadian firms without formal corporate ties in the United States can 
of course also obtain access on a commercial basis to the fruits of research 
and design in that country, and to some degree in other countries as well. 
The Commission study of the industrial machinery industry stated that the 
industry in general has relied extensively for research both on parent com- 
panies in other countries and on licensing and royalty arrangements which 
permitted the manufacture in Canada of equipment of foreign design. The 
submission of a large aircraft producer referred to the manufacture of mili- 
tary aircraft in Canada based on designs obtained “under license arrange- 
ments, at a small fraction of the cost of engineering development and re- 
search”.!® The study of the electronics industry said: 


“Companies without foreign affiliates or applied research labora- 
tories sometimes have agreements with United States companies un- 
der which they may use the results of their research work. This 
course of action is cheaper for these companies than the conducting 


220 


of research programmes. jf 


Apart from such licensing arrangements, some Canadian firms have un- 
dertaken co-operative research projects with firms in the same industry in 
the United States. It is not known how widespread such co-operative arrange- 
ments are, but they do not appear to be common. One example was referred 
to by an official-of a building products company: 
~ a7Submission of Dr. R. S. Jane, Shawinigan Chemicals. 

18Op. cit., p. 83. 


19Submission of Canadair Ltd., p. 21. 
20Op. cit., p. 18. 
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“Insofar as the cost of labour looms even larger in the future than it 
does today, brick lays itself open to competition from materials 
which are more amenable to mechanical handling on the site. The 
brick manufacturers in this country and in the United States have 
realized the seriousness of this obstacle, and the industry as a whole 
is engaged in a concerted research programme which promises to 
effect many improvements in brick itself and in the application and 
handling of the finished material. American industry—and we have 
joined in as a continental industry in this case—is doing a large re- 
search job as an industry, supported financially by an assessment 
of so much per thousand bricks everywhere through the industry to 
try to overcome some of these points of handicap.”?1 


Given the easy access of Canadian secondary industry to United States 
research, it is not surprising that the level of research expenditure is consid- 
erably lower in Canada. Detailed comparisons are lacking, in part due to the 
difficulty of distinguishing between research and development proper and 
process and product engineering. However, estimates of qualified observers 
tend to place total private research expenditures in Canada in relation to 
sales at one-quarter to one-half the American level. The Commission study 
of the chemical industry quotes some comparative figures of research expen- 
ditures in Canada, United States and the United Kingdom. Although it is 
not known how reliable the figures are, they suggest that in 1955 per capita 
expenditure on research by all Canadian industry was $2 compared to $11 
in the United Kingdom and $12.40 in the United States. Government 
financed research expenditures were almost as high in Canada, however, and 
the aggregrate for Canada was only slightly under one-half the American per 
capita total. As a very high concentration of those Canadian expenditures is 
to be found in secondary industries connected with defence and in our large 
primary manufacturing industries, the ratio for secondary manufacturing 
generally is probably much lower. 


It is sometimes argued that this relatively low level of research expendi- 
ture has an unfavourable effect upon the growth of Canadian secondary in- 
dustry. The brief of the Radio, Electronic and Television Manufacturers 
summed up this view in their comment that, although economic reasons dic- 
tated the importation of applied research: 


“The present practice of adopting much of the results of United 
States and European research for Canadian use is not, as a long-term 
policy, good for Canada. Picking technical brains is a slavish form 
of copying which dulls the initiative and leads to mediocrity. Al- 
though money might be saved at first, in the long-term view this 
type of policy is uneconomical because Canada must ultimately pos- 


21H earings, Montreal, February 23, 1956, pp. 7026-7. 
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sess its own research facilities for national defence, for development 
of industry, and for domestic and overseas commerce.” 


Nevertheless, the economic arguments for buying research from the parent 
or affiliate in lieu of setting up competing facilities are very powerful. Indeed, 
the past record of growth of Canadian secondary industry, particularly the 
electronics industry, suggests that the lack of independent research has not 
been a handicap to our producers. It is not reasonable to expect that the type 
of research establishment which our industries could afford would yield satis- 
factory and balanced results; in many industries a research unit must be of a 
certain minimum size if it is to accomplish anything worthwhile. In addition, 
the better equipped and integrated United States research facilities are fre- 
quently more attractive to scientists and engineers than a small laboratory in 
Canada, even if the salary differential did not usually favour the American 
position. Finally, the “pot of gold at the end of the rainbow” which awaits 
successful research tends to be much smaller in Canada, although as we have 
pointed out, access to foreign markets may provide the necessary reward: 


“The cost of taking the project from “test tube to tank car” usually 
runs into several million dollars, and it is a matter of simple arith- 
metic to show that in order to justify the expenditure a market of a 
certain minimum size must be available. Only in exceptional cases 
does such a market exist in Canada. Furthermore, a chemical com- 
pany offering a new product of unknown use is at a disadvantage in 
Canada as it must rely on the research staffs of consumer or second- 
ary industries to find uses for the new material. This type of research 
is almost non-existent in Canada, and if the product is a new chemi- 
cal intermediate it falls on rather barren ground. In the United 
States, on the other hand, chemical corporations frequently spend 
upwards of twenty million on research, plant and market develop- 
ment on a new product before receiving a cent of revenue, but these 
companies proceed in the knowledge that they can create a market 
and that there are hundreds of chemists and research engineers in 
the secondary industries who are ready and willing to investigate new 
uses for the new material.”? 


Of course, in secondary industries and products where the Canadian 
market is relatively large, such as waterwheel generators, switchgear, and 
other specialized equipment, Canadian research and engineering expenditures 
are also relatively large. In fact, Canadian research developed or improved 
a number of such products and also led in the design of such small appliances 
as electric kettles and floor polishers. It must also be emphasized that in re- 
cent years there has been a considerable expansion of research undertaken 
in Canada by subsidiaries of foreign companies; RCA Victor, for example, 
has recently opened a Canadian laboratory. Some of the research work done 


2Dr. Jane, op. cit. 
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in Canadian secondary industry has arisen as a result of parent companies 
allocating specific projects to the Canadian subsidiary. The president of one 
Canadian firm stated at the hearings that the parent company, in the Nether- 
lands, had “placed with its Canadian affiliate a project for the development 
of colour television as part of a worldwide programme. In effect the Cana- 
dian organization is paying in kind for the know-how it must import in other 
technological areas.”?* Another recent example of this trend was referred to 
In a newspaper report: 


“A separate research department devoted exclusively to research in 
automobile finishes has been established by the Glidden Co. in its 
Toronto plant. The new department will be the centre of research 
in this field for the entire Glidden organization in Canada and the 
United States, ... while the parent organization would continue re- 
search in this field in its plants in the United States, it was entrusting 
the “major responsibility” to the Canadian company.’24 


Of course extensive research is also undertaken in a number of secondary 
industries which are largely Canadian controlled. The self-propelled combine 
which contributed so much to the postwar agricultural revolution was de- 
veloped by Massey-Harris, and the new oxygen converter for steelmaking, 
an Austrian invention, was introduced to this continent by Dominion Foun- 
dries and Steel in 1954. In fact where research is manageable on a cost basis 
many of the more forward-looking Canadian secondary manufacturing firms 
appear ready to invest considerable amounts of money in it. 


Access to United States research and development does not necessarily 
confer a positive cost advantage on Canadian producers relative to those in 
the United States. This depends on the price paid in relation to the equivalent 
research and development costs of competing American manufacturers. The 
principal advantage of these arrangements is rather that they nullify some 
of the very great cost disadvantages of Canadian manufacturers from their 
lower volume of production, and in fact make it possible for Canadian manu- 
facturers to adopt new products and processes developed in other countries 
rapidly and comparatively cheaply. We have also pointed out that secondary 
manufacturing in Canada tends to be more of an assembly operation than 
it is in the United States; parts which can be produced relatively economically 
in Canada are made here, those in which scale is very significant are im- 
ported. This ability of Canadian producers to draw on the parent or affiliated 
company for complex components, as well as for tools and dies, offsets the 
disadvantage of scale in a manner comparable to the purchase of research, 
engineering and development. In fact, in those industries where the Canadian 
product is based on United States design, such as the manufacture of diesel 
locomotives, most electrical appliances, and automobiles, it is impossible 


28H earings, Ottawa, March 1, 1956, p. 8018. 
24Globe and Mail, March 19, 1957. 
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to visualize the existence of Canadian manufacturing facilities in their present 
form without parent-subsidiary links or equivalent licensing arrangements 
and without the ability to import certain components. To put the extent of 
the saving involved in perspective, it was estimated by a representative of 
one Canadian automobile company that an American-type automobile de- 
signed and built in Canada out of Canadian parts, given the volume of 
production of one of the present lower-priced models, would cost in excess 
of $10,000! The economies resulting from importing components are, of 
course, likely to be greatest in the automobile industry, because its oper- 
ations involve frequent model changes, heavy capital costs for tooling and 
dies, and the manufacture and assembly of a vast number of complex parts. 


There are other aspects of the parent-subsidiary relationship which help 
to keep down the costs of Canadian manufacturing in a similar way. How- 
ever, the economies gained from drawing on the parent are seldom as great 
as those resulting from access to research and development and from the 
ability to obtain components which would be very expensive to manufacture 
in Canada. Some of the services made available to the subsidiary include 
the provision of management and skilled personnel, equity capital or loans, 
training facilities for Canadian employees, advisory and engineering services, 
and in a few instances, markets for the subsidiary’s products. There may of 
course, as we have noted, be some aspects of the relationship which are less 
favourable to the Canadian subsidiary. The principal disadvantage arising 
out of the branch plant relationship was dealt with at some length in Chapter 
4, where it was noted that the importation of the United States structure of 
industry into Canada has tended to result in an excessive number of firms 
sharing the small Canadian market, thus accentuating the problems of short 
runs and unspecialized production. In some instances the Canadian company 
may be permitted to sell only in the Canadian market, with the parent re- 
taining the American, and in rare cases, other foreign markets. In a few cases 
the parent may require the subsidiary to buy its component parts and ma- 
terials from the parent or other specified source, regardless of availability 
from other sources. While these practices may have a slight adverse effect 
upon the cost position of the Canadian subsidiary concerned, they do not 
appear to be at all widespread in Canadian secondary industry.25 


Management 3 


Any assessment of the factors which affect the competitive position of 
Canadian secondary industry must involve some judgment about the relative 
quality of its management. One of the important characteristics of North 
American business, and one of the basic reasons why it is so much more 
productive than business elsewhere, is the skill, flexibility and enterprise of 
its leaders. Yet it is suggested fairly frequently that Canadian management 


*°For a more detailed consideration of this question reference should be made to Canada-United 
States Economic Relations, 
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is not quite as able, aggressive or as ready to adopt new ideas and techniques 
as its American counterpart, even though, in general, it is considerably ahead 
of management in the overseas countries in these and other respects. There 
is obviously little concrete data available by which to judge the relative 
quality of Canadian and American Management. Within a given industry in 
one country the performance of different companies in terms of profits and 
growth usually provides some gauge of the ability of their leaders. When 
comparisons are attempted on an international basis, and between industries 
rather than firms, this method of measurement is quite unreliable; many 
other cost factors which may have a greater effect on profits and performance 
must be considered. We have therefore been forced to base our conclusions 
largely on the opinions of observers and industry representatives who have 
some first hand knowledge of management in the two countries. 


In those Canadian industries where the important firms are largely Amer- 
ican controlled, the appointment of senior managers is, of course, generally 
made by the parent company. In many cases this parent-subsidiary relation- 
ship makes available specialized management skills not otherwise obtainable 
in Canada. Nevertheless, most American firms are aware of the desirability 
of staffing the senior levels of Canadian subsidiaries with Canadians, and of 
giving the officials of the Canadian operation as much autonomy as pos- 
sible.*® Indeed, where experienced Canadians are not available long-term 
programmes are often undertaken specifically to train Canadians for higher 
posts. In these circumstances, if good Canadian managers are in short supply, 
management of the parent company may sometimes set somewhat lower per- 
formance standards for its Canadian officials than for Americans in branch 
plants in the United States and at the same time exhibit some reluctance to 
replace a Canadian executive officer with an American from the head office. 
It is also alleged that some of the Americans appointed to head subsidiaries 
in Canada are men who are not quite equal to the calibre of the top manage- 
ment in the American parent company. Since the real reasons for changes in 
Senior management are seldom revealed publicly and since the quality of 
management is in any event very difficult to measure, we were not able to 
draw any firm conclusions on this point. 


With respect to industries controlled largely in Canada, the studies and 
briefs provided a number of random observations. The Commission study of 
industrial machinery, for example, stated: 


“Some of the managements we met were very good indeed but others 
showed a lack of good managerial ability and a readiness to accept 
difficulties rather than an aggressive desire to overcome them. In 
some cases there has been a failure to assess market potential ac- 
curately after the war and a lack of quick, effective action to relate 


2See Canada-United States Economic Relations, Chapter 8. 
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the need of facilities and equipment to the changing nature of the 
market.”?* 


The Commission study of the Canadian primary textile industry had some 
interesting comments on Canadian efficiency at the managerial and super- 
visory level by disinterested observers: 


“The management of some companies, particularly in recent years, 
was generally considered to be the equal of management anywhere. 
Policies and programmes, given conditions in the industry, are 
shrewd and well implemented. On the adverse side, perhaps the most 
common comment was to the effect that neither management nor 
union leadership have been very receptive to mass production tech- 
niques and high speed operations, even allowing for the fact that 
they have more limited application in an industry facing a smaller 
market with unused capacity. While this attitude is changing,—as 
one person put it, “a clear break” has been made with the past—, 
the change was said to be relatively recent. A long tradition of in- 
herited techniques and basic ideas has lingered on, particularly at 
supervisory levels. Of course management, especially at the super- 
visory level, is more difficult in Canada because of the product var- 
iety typically scheduled in a given installation of company. 


“From some we heard the comment that, compared with American 
management many (though not all) Canadian officials are less re- 
ceptive to new ideas. Others on the contrary told us that top manage- 
ment in the two countries is about equally forward-looking. One 
machinery manufacturer told us flatly that most Canadian manage- 
ments today are more receptive to new equipment than are most of 
his fellow countrymen. As in the case of the comparison of plant and 
equipment in the two countries, considerable evidence suggested that 
in years past the Canadian industry may have lagged in equipment, 
and in policies of modernization, and was only in the last few years 
beginning to keep abreast.”? 


Additional comments on management in the textile industry were given at 
the hearings by a representative of the Textile Workers Union of America 
who stated that the avalanche of new ideas and equipment which has des- 
cended upon the industry in the postwar period found management unpre- 
pared and slow to accept the required re-training and modernization of many 
policies.?° 


Mr. Young quotes a general comment on Canadian management by a 
management consultant firm with experience in both countries: 
27The Canadian Industrial Machinery Industry, p. 15. 


28Op. cit., pp. 86-87. 
2»Hearings, Toronto, January 23, 1956, p. 4693. 
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“We have met many executives in Canada and in the United States 
and we feel that American management is made up of a quantity of 
specialists which is often not the case in Canada again due to the 
size of certain industries. We feel that Canadian management has 
much to learn from contact with United States management... On 
the other hand, our Canadian management often has problems with 
design, market analysis, sales, labour relations which all have to be 
handled by the same individual. Granted these problems are often 
less complex but they have to be considered just the same. Generally 
speaking, we would say that you (the United States) have a better 
quality of management but that this Management is made up of 
many specialists in various lines of endeavour. This specialization 
often has its drawbacks,’’2° 


The composite picture which emerges from these and other private com- 
ments made to us, while by no means entirely conclusive, suggests that there 
is some truth in the view that management of Canadian secondary industry 
as a whole is somewhat less progressive and forward-looking than that of its 
competitors in the United States, although this is clearly not true in many 
individual cases. In large part the relative weaknesses of Canadian manage- 
ment may be due to the greater shortages of trained personnel in this country, 
reflecting both our more recent industrialization and our more rapid growth. 
However, there is a fairly widespread feeling that there has been a very signi- 
ficant improvement in the relative quality of Canadian management since 
before the war, and that this improvement has been most marked in the last 
half dozen years. As Mr. Barber pointed out in his study: 


“Since the increased severity of import competition that developed 
during 1954, Canadian manufacturers of electrical equipment have 
been intensifying their efforts to improve their productivity and re- 
duce their costs. According to one executive “most (electrical) man- 
ufacturing companies just started to learn how to reduce costs in 
1953”. Efforts to reduce costs have frequently taken the form of 
organizing productivity teams in each department which are given 
annual goals in the form of cost reduction dollars. Workers at all 
levels have been indoctrinated with the need for cost reduction. Im- 
provements in productivity have resulted from better purchasing 
techniques, changes in design, new manufacturing methods or fac- 
tory layout, revised incentive payments, simplified office procedures, 
improved materials handling, better inventory control and many 
other sources.”’?! 


The study of the primary iron and steel industry also spoke of the change 
in attitude of management between the interwar and postwar periods: 


30J, H. Young, op. cit. 
8310p. cit., p. 56. 
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“The primary steel industry, not only in Canada but elsewhere, has 
been traditionally conservative. This is due in part to the fact that a 
heavy capital investment is required and that the industry is subject 
to very sharp fluctuations .. . 


“Its conservative attitude probably accounts in part for the lag in 
the Canadian industry during the ’twenties. As has been noted, the 
continuous wide-strip mills which revolutionized the industry in the 
United States by permitting cheap volume production of thin flat- 
rolled products for the automobile, household appliance and other 
industries, began to be installed in that country in the *twenties and 
by 1939 over half the flat-rolled steel produced was being rolled 
on continuous wide-strip mills. In Canada, however, the erection of 
a continuous hot mill was still in the discussion stage when war 
broke out in 1939, and it did not actually come into operation until 
the end of the war in 1945. 


“In the generally favcurable conditions of the past ten years, the 
traditional conservatism of the industry has been less in evidence, 
and the timing and proportions of the postwar expansion in Canada 
suggest that the Canadian industry was, if anything, rather bolder 
than the U.S. industry in the early phase of the expansion that fol- 
lowed the outbreak of the Korean war.”°? 


This industry, in which management is nearly all Canadian, is indeed one 
of the most efficient industries in the country and indicates that some seg- 
ments of Canadian management are the equal of management anywhere in 
the world. 


One businessman commented that Canadian manufacturing before the 
war was largely dominated by financial interests in Montreal and Toronto, 
particularly in the former city, and that management in manufacturing re- 
flected the conservative financial point of view. Although Canadian manufac- 
turing industry still centres around our two largest cities to a considerable 
extent, manufacturing is not only much more diversified in nature but the 
control over it no longer lies in a few hands. It has also been suggested that 
the dependence of Canadian subsidiaries upon their United States parents 
for so much in the way of new products and advice had created in the'minds 
of management a “subsidiary complex”—an excessive leaning on parental 
guidance—and that this restricted initiative. If this was true before the war 
it is certainly less true now; perhaps the most important contributory force 
to the improvement in Canadian management has been the more dynamic 
nature of the Canadian economy itself. Canadian businessmen are being sub- 
jected to competitive pressures very similar to those which for over a century 
have kept American business leaders at the forefront in innovation, enter- 


82QOp. cit., pp. 37-38. 
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prise, and efficiency. Moreover, the traditional lag of Canadian business- 
men behind their American counterparts has been further reduced by the 
development of improved travel and communication facilities, the attendance 
of Canadians at American management schools, the opening of Canadian 
schools of business administration, and the wide dissemination of American 
management techniques and ideas through such media as business publica- 
tions, journals and conferences. These factors, which are largely based on 
the recognition that good Management is a science as well as an art, have 
resulted in Canadian businessmen being brought into closer contact with the 
newest developments in the management field in the United States. If some 
gap in relative management efficiency remains, there appears little doubt that 


the gap is not only much narrower than it was 20 years ago but that it is 
continuing to close. 


Capital Costs and Profits 


The higher cost of borrowing money in Canada may affect the relative 
cost position of some industries, particularly those of a capital-intensive na- 
ture. Bank interest rates in Canada are higher than in the United States, al- 
though they are not as important an element of costs as bond interest. 
Interest rates on corporation bonds in both countries vary widely according 
to the market’s view of the quality of the company and the extent of the risk, 
but a comparison of yields on bonds of Canadian and United States firms of 
roughly equivalent quality shows a consistently higher yield on the Canadian 
issues. The amount of the differential is difficult to measure, due to the lack 
of precisely comparable firms, but a consensus of opinion suggests that over 
the past decade it would average at least one percentage point. In effect, 
interest rates on Canadian corporation bonds have been about one-third to 
one-quarter above the American level. It might have been expected that the 
growing attractiveness of Canada to foreign investors in recent years would 
have tended to narrow the differential, but the recent conditions of tight 
money make the detection of any long-term trend of this nature difficult. 


The impact of higher interest rates on the costs of Canadian secondary 
industry generally is very considerably reduced by the fact that Canadian 
companies since the war have met a substantial part of their capital needs 
internally rather than by the issue of bonds or stock. Although it is difficult 
to segregate financial statistics for secondary industry, such data as are avail- 
able for Canadian industry as a whole suggest that close to 70% of capital 
requirements in the postwar period has been financed out of retained earn- 
ings or depreciation reserves.*? There is no reason for assuming a different 
pattern for secondary industry. Moreover, many of the more capital-intensive 
secondary industries are subsidiaries of United States corporations, and can 
draw on the parent for financial assistance presumably at nominal or reason- 


See Bank of Canada Statistical Summary, November, 1954. D.B.S., Corporation Profits (Quarterly). 
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able interest rates. In effect, the amount of outside money required by sec- 
ondary industry has been relatively small, and fractionally higher interest 
rates on it cannot be a very significant cost factor. The experience of the 
primary steel industry, as referred to in the Commission study, is typical: 


“Interest rates are normally somewhat higher in Canada than in the 
United States. However, the Canadian primary iron and steel indus- 
try has had little recourse to the capital market in Canada—or in the 
United States for that matter—since the war. One loan for capital 
purposes was floated in the United States, and debentures have been 
issued in Canada by three of the major companies; but this borrow- 
ing has constituted a comparatively small portion of total postwar 
capital expenditures, which to a large extent have been financed out 
of retained earnings and depreciation allowances.”*# 


If the dividend yield on a company’s common stock may be regarded 
in one sense as the price paid by the company for the use of equity funds and 
retained profits, then in this respect Canadian industry has an advantage over 
American industry. In contrast to bond yields, the return on public issues of 
Canadian common stock is, on the average, lower than on American, perhaps 
by between three-quarters of 1% and 1%. It is difficult to say how applicable 
this comparison is to secondary industry as a whole, since a large number of 
Canadian firms are wholly-owned subsidiaries of United States companies 
for which no public dividend record is available. However, the shares of 
those firms in Canadian secondary industry which are publicly traded are 
characterized by lower dividend yields and higher price-earnings ratios than 
similar firms in the United States. That this is a general phenomenon is 
evidenced by the following comparison of dividend yields on the common 
stock in roughly comparable American and Canadian companies: United 
States Steel, 5%, Steel of Canada, 2.7%; Standard Oil (N.J.), 3.7%, Imperial 
Oil, 2.5%; DuPont (U.S.), 3.7%, DuPont (Canada), 2.2%, Union Carbide, 5%, 
Shawinigan, 2.4%; and Oxford Paper, 4.5%, Howard Smith Paper, 3.6%. One 
of the explanations for the contrast between interest rates and common stock 
yields in Canada is that prospective growth has in part replaced income as 
the dominant factor in gauging the worth of a stock. Apparently investors, 
foreign as well as Canadian, have regarded the growth prospects of the Can- 
adian economy more favourably than that of the American in the postwar 
period. The relative scarcity of better grade Canadian equity securities has 
also contributed to some extent to the relatively low yields available on Can- 
adian common stocks. 


It also appears that in some manufacturing industries Canadian com- 
panies earn a lower profit on investment or sales than similar firms in the 
United States. It is of course very difficult to make realistic comparisons of 
industries in the two countries due to such factors as different accounting 
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procedures and methods of defining profit, different rates of depreciation or 
taxes, and different industry groupings; however, some data is published for 
1953 in Tables 43 to 45. In that year total profits before taxes for alJ 
United States manufacturing industries were about 15 to 16 times as large 
as in all Canadian manufacturing. Allowing for the fact that about 88% of 
United States manufacturing is secondary industry by our definition, com- 
pared with 75% of Canadian manufacturing, and assuming profits are dis- 
tributed in much the same way, the ratio of profits in secondary industry in 
the two countries appears to have been not very different from the ratio of 
production. The data in Tables 43 and 44, however, while subject to errors 
arising out of lack of comparability show that in Canada in 1953 manufactur- 
ing profits amounted to 4.1% of sales compared to 5.3% in the United States. 
Table 45 shows that as a percentage of net assets the comparative figures 
are 9.9% and 12.5% respectively. The evidence of recent trends in total manu- 
facturing profits in the United States and Canada is conflicting, one United 
States series showing a faster rise than the Canadian, the other suggesting 
the reverse. 


The figures for individual industries may be somewhat more meaningful 
than the comparison of the aggregates. Mr. Barber cites some comparative 
figures of net income after tax in the electrical machinery industries in Can- 
ada and the United States.?® These figures show that although in 1953 the 
profit as a percentage of book value was slightly higher in Canada, in most 
prewar years the reverse was true, and in 1954 and 1955 Canadian profits 
declined sharply compared to a relatively slight fall in the United States,?¢ 
He adds, “Lower profit levels in Canada also appear to be part of a general 
pattern under which Canadian manufacturers earn a lower rate of return than 
their counterparts in the United States”. The electronics study found that 14 
Canadian firms showed in 1955 a net profit before taxes of 4.7% on sales, 
and 15% on net investment. The corresponding figures for 24 American com- 
panies were higher, 7.3% and 18.4%. Exhibit IV in the Commission study of 
the agricultural machinery industry suggests that while Canadian companies 
did as well or better than United States companies up to 1950, either in re- 
lation to sales or investment, in 1954 and 1955 Canadian profit ratios were 
very much lower (possibly as a result of management difficulties in some 
segments of the industry). In both the chemical and petroleum refining indus- 
tries the Canadian profit margin on sales is also much lower. On the other 
hand, there does not appear to be any marked difference between the profit 
performance of American and Canadian firms in the rubber, industrial ma- 
chinery and primary iron and steel industries; the Commission study of the 
latter industry found that the profit-to-sales ratios of three Canadian firms 
were in the same general range as those of the seven or eight largest United 
States companies. 


%5Op. cit., pp. 16-18. ; 
86Preliminary indications are that profits in the Canadian industry increased substantially in 1956, 
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While the evidence is too fragmentary to be conclusive, it does suggest 
that profit margins in a number of American secondary industries have 
recently been higher than in Canada, whether the calculations are based on 
sales or on net investment. As we intimated earlier, this may be due to the 
fact that those who own or control companies in Canadian secondary indus- 
try are prepared to accept lower rewards now in the expectation of greater 
growth and profits later. It may also be attributable to unjustified optimism 
on the part of some United States parent companies which leads them too 
readily to open up branches in Canada; subsequently they are reluctant to 
close down these operations if they are unprofitable. Nevertheless, such 
evidence as is available covers a very short period of time, and it may be 
that the postwar period has been too abnormal to allow the drawing of any 
firm conclusions. In any event it is quite clear that as profits on the average 
only amount to 4% to 5% of selling prices, small differences between the profit 
rates in the two countries cannot have had a very significant effect on relative 
costs and prices in secondary manufacturing. 


UE 


PRODUCTIVITY, COSTS AND GROWTH 


IN THIS CHAPTER we will attempt to compare productivity in Canadian 
secondary industry with that of other sectors of the economy and with that 
of United States secondary manufacturing. We will then recapitulate the 
reasons for the lower level of output per man and higher costs of production 
in our domestic manufacturing as compared to that in the United States. 
The chapter, and this section of the study, will end with a brief summary of 
the impact of these productivity and cost factors on the pattern of growth 
and development of Canadian secondary manufacturing as a whole. It should 
be emphasized at the start that productivity is a difficult and elusive concept 
and that its accurate measurement involves formidable problems. While we 
believe that the figures employed in this chapter are useful indicators, we 
must urge that careful note be taken of their qualifications and limitations. 


Average productivity can be calculated by dividing the total net output 
by the number of units of inputs required to produce it regardless of whether 
a firm, an industry, or a whole economy is being considered. In practice, 
the unit of input most frequently chosen as the denominator is the man-hour 
of labour, a measurement which is satisfactory enough as long as it is re- 
membered that labour productivity does not depend only on labour effort. 
It also comprehends the quality and magnitude of available natural resources, 
the amount and quality of capital equipment used, the skill, intelligence, and 
training of all personnel, the nature of production permitted by the size of 
market available, and the quality of organization and management. It should 
therefore be noted that in theory net output can be attributed to the produc- 
tivity of capital, or labour, or some combination of the two types of inputs. 
The terms “productivity per man-hour”, or “labour productivity” are thus 
only a form of shorthand and are not meant to imply that productivity is 
attributable exclusively to labour effort and ability. 


Productivity increases are defined by us as gains in net physical output 
per man-hour, as contrasted to gains in production which may be due either 
to greater inputs of manpower and materials or to greater productivity. 
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Being a net concept, productivity excludes that part of production attributa- 
ble to inputs from other industries such as materials, fuel, and power. Thus, 
if the gross output of a farmer rises by $1.00 an hour only because he uses 
another $1.00 of fertilizer per hour, no gain in productivity has taken place; 
the economy has gained additional farm production only by using more of 
its resources to make fertilizer. However, if the rise in output had been due 
to, say, improved farm management, productivity per man-hour can be said 
to have risen; the economy has gained additional goods and services without 
using up additional resources of labour and materials and is therefore 
wealthier than before. The importance of such productivity gains to the 
economy can be appreciated by recalling that once maximum labour-force 
participation rates are reached in a full employment situation, further in- 
creases in the standard of living can only come from a rise of efficiency in 
production. Growing population and employment will increase total wealth, 
but there is no other way to raise per capita real incomes than by increasing 
real productivity. 


Sector Comparisons in Canada 


For purposes of comparing real net output per man-hour in secondary 
manufacturing and other sectors of the Canadian economy, we have used the 
series of Gross Domestic Product per man-hour developed by the Com- 
mission’s staff. As indicated in Chapter 2, this measure of real net output in 
Canada is “gross” in that it does not exclude depreciation allowances for 
capital consumed, but it is nevertheless the best net output data available. 
It should also be pointed out that, quite apart from any gaps in the original 
data, no series of output can entirely solve the so-called “index number 
problem”; different price bases and different commodity bases give different 
indices of growth, because the relative importance of individual commodities 
chosen to make up the index of physical output in the base year may decline 
or increase greatly over time. Thus while a series based on one year, in this 
case 1949, is not necessarily less valid than another, it must be remembered 
that the results can only be approximations. Similarly, the data on labour 
inputs, or total man-hours worked, is not as complete as might be wished in 
all cases. In summary, no claim is made that the productivity figutes are 
precise, particularly in view of the fact that small errors in calculating either 
input or output can lead to comparatively large errors in the final results. 
However, we believe the data are useful as a broad measure of productivity 
and of trends in productivity in different sectors of the Canadian economy. 


Gross Domestic Product per man-hour for the main sectors of the Can- 
adian economy in 1946 and 1955 is shown in the following table: 


1For more detailed discussion of the Commission’s productivity estimates and the material on which 
they are based, see Output, Labour, and Capital in the Canadian Economy. 
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Table H 
G.D.P. PER MAN-HOUR IN 1949 DOLLARS 
Sector 1946 1955 
NCOSS | UCN st i a ie a a il eee a a 58 Me 
UNELSE TOD ET Ug Tex 2c alin, on er 1.67 RASS 
PI APRAU SPU PEACE NO | ics 210 oy cogs Se cesesedececcseccn. 1.46 977, 
MCCOUG ALY: MAMUTACCULING ©. edb. dv otocuersecn Male. SiS) Lega 
Transportation, storage and communication .......... 1.43 Lows 
Trade, finance, services and construction .................. 13 1.46 


Of course, there are wide variations within these broad sectors from industry 
to industry and from region to region, just as there are in the United States. 
Furthermore, because the figures include depreciation, which is really a cost 
item, they tend to overstate somewhat the net productivity of the resource 
and primary industries, in which capital-intensity is well above average, and 
to understate that of the trade, finance and services group. On the other 
hand, real secondary manufacturing productivity relative to that in the 
primary and resource industries is considerably overstated because the higher 
prices resulting from tariff protection inflate the dollar value of its physical 
output. As these prices appear to be 10-15% above world prices, effectively 
those in the United States, a net downward adjustment of 5% to 10% to, say, 
$1.65 would perhaps give a more accurate picture of comparable physical 
productivity in this sector. Adjustments would also be necessary to compare 
agriculture and services with the resource and primary industries. Because 
of our economic structure and our rich natural resources, average produc- 
tivity in our resource and export industries as a whole is considerably above 
that in secondary manufacturing; this is in contrast to the position in the 
United States. The only commodity-producing sector in which productivity 
per man-hour is significantly below that in secondary industry is agriculture. 
This is presumably due mainly to the still substantial, although sharply de- 
clining, number of marginal farms, but it is undoubtedly due in large part 
also to statistical weaknesses in the coverage of agricultural output. 


Nevertheless, productivity in secondary industry has been increasing 
rapidly. From 1946 to 1955, the rate of growth in Gross Domestic Product 
per man-hour in secondary manufacturing was just over 3% compounded 
annually, a figure which compares with only 1.2% in the less mechanized 
trade sector and with somewhat more than 2% in the transportation group. 
On the other hand, the rate of gain in the more highly-capital-intensive 
resource industries, which has traditionally been above average, was some 
4.35% per annum. In agriculture the rate was even higher, over 6% per 
annum, reflecting the sharp upsurge in farm mechanization and improved 
farming techniques as well as favourable weather and crops and the virtual 
disappearance of concealed unemployment in farming at the start of this 
period. These gains in agricultural productivity were thus in some measure 
due to non-recurring factors and were not representative of the long-term 
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trend in this sector. Primary manufacturing productivity gains were broadly 
the same as those in the secondary sector, being a fraction of a percentage 
point higher. These rates of productivity gain in secondary manufacturing 
and the economy generally are high by historical standards, and reflect the 
intensified pace of mechanization and technological advance, the postwar 
investment boom in new plant and equipment, and the continuing trend 
towards concentration of production in lines which are more capital-inten- 
sive and mechanized. In summary, with the exception of the especially large 
productivity gains in agriculture, and the high rate of progress in the resource 
industries, productivity increases in secondary industry have kept pace or 
surpassed those in other sectors of the economy. This has been particularly 
true in the years since 1949, due to the effects of increased competitive 
pressures on efficiency as well as to the relatively rapid growth of the capital- 
intensive and highly productive industries within the sector. 


Productivity Differences between the United States and Canada 


The limitations of any international economic comparisons have already 
been indicated in Chapter 5. Nevertheless, we believe it is useful to attempt 
some such productivity comparisons with the United States, the source of our 
main import competition. Nothing like complete data are available on 
productivity in the overseas countries, but such fragmentary material as there 
is suggests that productivity in these countries is very much lower than in 
Canada, less than half the Canadian level in the United Kingdom and Ger- 
many. Moreover, it appears that gains in output per man-hour in these 
countries have generally lagged behind those in this country and the United 
States, although this of course does not apply to all products or to all 
countries. 


Canadian Gross National Product per capita appears to be close to 35% 
below that in the United States. However, a substantial part of this difference 
is due to the fact that a higher proportion of the American population is in the 
labour force; the difference per worker is just under 25%.? Correcting these 
figures for the slightly longer hours worked in Canada, Gross National Prod- 
ucts per man-hour in the private sector of the economy is found to be some- 
what more than 25% below the comparable figure in the United States.* In 
contrast to this over-all man-hour differential in output of 25%, we estimate 
in the following section that the difference in the secondary manufacturing 
sector is about 35-40% on a man-hour basis. On the other hand, it appears that 
the productivity of the resource industries and a number of the larger primary 
processing industries such as pulp and paper, metal smelting and refining, 
saw and flour mills, cement, and fertilizers is on the average equal to, or 


*Data drawn from Chapter 13 of Canada-United States Economic Relations. 


3Ibid, Table 8. All percentages are based on output figures expressed in domestic currencies, as it is 
believed that the lower price of many manufactured commodities in the United States is approximately 
cancelled out by the higher price of services in that country. The average premium on the exchange rate 
in 1955 was not large enough to affect the above calculations significantly. 
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slightly above, that in the United States, although for primary manufacturing 
as a whole physical productivity is perhaps 10% below the American level. 
The principal exception in the resources sector is coal mining, in which Can- 
adian output per man on a tonnage basis was found in 1951 to be more than 
40% below that in the United States.‘ 


The combined effect of lower labour-force participation rates, offset to 
some extent by longer hours worked, and lower productivity per man-hour 
in the Canadian economy as a whole of course causes Canadian per capita 
standards of living to be some 30-35% below those in the United States. The 
smaller amounts of real goods and services available to Canadians are re- 
fiected in our lower per capita consumption of almost all products, from 
foods to automobiles and from textiles to electrical appliances. Looking at 
this disparity in a purely mechanical way one finds that about one-quarter of 
the differential is due to the lower labour-force participation rates in Canada, 
while a somewhat smaller amount is due to differences in the net foreign 
investment position of the two economies® and to the fact that a greater 
proportion of our labour force is engaged in agriculture where productivity 
is well below the national average. A further quarter of the difference is due 
to lower productivity in secondary manufacturing, while the balance is 
widely distributed among other sectors such as agriculture, construction, 
primary manufacturing, transportation, and services. Put in another way, if 
physical productivity per man-hour in Canada had been equal to that in the 
United States in 1955, another $9-10 billion of real goods and services would 
have been available to Canadians in that year; if productivity in the 
secondary industry sector alone had been equal to that in the United States, 
the comparable figure would have been $3-3.5 billion. These calculations are 
entirely mechanical, but they nevertheless serve to illustrate in a vivid way 
the effect of productivity on standards of living. Conversely, if our produc- 
tivity were as low as that in Germany or the United Kingdom, our per capita 
living standards would be only around half what they are today. 


Secondary Manufacturing Productivity in Canada and the United States 


The difficulties of making sector comparisons of productivity in Canada 
and the United States are considerably greater than those involved in making 
national comparisons. While‘a Gross Domestic Product series, which is 
considerably more “net” than Gross National Product, is available in Can- 
ada, comparable data do not exist for the United States. Conversely, a series 
on the net national income originating in individual manufacturing industries 
is published in the United States, but not in Canada. In the circumstances, 
we were obliged to rely on the rather less comparable value-added data 
available in both countries. However, as two alternative methods of corrobo- 
rating the results yielded much the same conclusions, we are satisfied that 
 4Jobn H. Young, op. cit., Appendix D. 


5Because Canada is a debtor country, a small proportion of our income must be used to pay interest 
and dividends to non-residents. In contrast, the United States is a creditor country. 
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our calculations are reasonably accurate, although perhaps somewhat con- 
servative. Moreover, if physical productivity in Canadian secondary manu- 
facturing were not relatively unfavourable it would be difficult to explain why 
most of our secondary industry is dependent to some extent on tariff pro- 
tection and why it is subject to competing imports from the United States 
over an average tariff level of more than 15%. In strict logic, this approach 
does no more than confirm that the productivity differential between Can- 
adian and American secondary industry as a whole must be greater than the 
average man-hour differential of 25% between the two economies as a whole. 
However, the extent of effective protection used in our domestic manu- 
facturing suggests that this additional productivity gap is probably at least 
some 10-15%. 


The value-added data on manufacturing in Canada are, as noted in 
Chapter 4, less net of inputs of materials and services from other industries 
than are the corresponding data in the United States. In 1953, a typical year, 
the net national income originating in all Canadian manufacturing was only 
71.2% of the manufacturing value-added figure, whereas in the United States 
the proportion was exactly 80%. On the reasonable assumption that this re- 
lationship applies equally to both categories of manufacturing, we have 
reduced the Canadian value-added per man-hour figures by 10% in order to 
put “net” output on broadly the same basis in the two countries. Further- 
more, because the dollar value of physical output is inflated in Canada by the 
fact that prices of secondary manufactured products are higher in this 
country than in the United States, an additional downward adjustment must 
be made to the Canadian figures. As shown in Table 49, ex-tax prices of 
secondary manufactured products in Canada on the average appear to be at 
least some 10-15% higher than in the United States. The prices of goods 
actually manufactured in Canada may well be even higher because the 
average is pulled downward by products and components imported at low or 
free rates of duty. On the other hand, a part of the higher price level of 
manufactured goods in Canada is due to the higher costs of manufactured 
materials and machinery. Of course, the higher average price of inputs of 
materials and machinery does not inflate the dollar value of net output in 
Canada. A partially offsetting adjustment must therefore be made for this 
factor, and we have used a price deflator of only 10%. 


It was not possible to ascertain whether classification differences between 
“production workers” in the United States and “wage-earners” in Canada 
had any significant effect on the average figures, but we are inclined to be- 
lieve that any net adjustment of inputs and outputs arising from this factor 
would be small. On the other hand, it is possible that the hours of work data 
may very slightly overstate total Canadian labour input, and thus somewhat 
reduce Canadian output per man-hour. This is due to the fact that the United 
States labour input data may make more complete allowance for holidays, 
plant shut-downs, strikes, etc. In any event, labour input, hours of work, and 
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uncorrected value-added data underlying the analysis are shown in Tables 47 
and 48. The first line of Table 46 shows that Canadian value-added per man- 
hour in secondary industry, as adjusted, is just under 40% below that in the 
United States. In comparison, the results arrived at by using a broad wage- 
price approach suggest an answer rather closer to 35%. Wages and salaries, 
which account for by far the greater part of net production in secondary 
manufacturing, are some 25% below those in the United States, while prices, 
as adjusted above, are at least 10% higher. The discrepancy of less than 5% 
between the answers yielded by the two methods is perhaps less than one 
has the right to expect in dealing with such a complex concept and such 
imprecise statistics. 


Comparisons of physical output per man-hour in the two countries tend 
to support these conclusions. This latter method can, of course, best be used 
for industries which turn out simple, standardized, and homogeneous prod- 
ucts; comparisons of United States.and Canadian output per worker in terms 
of such units as barrels of beer or billions of cigarettes are relatively easy 
to make. However, even in these instances physical productivity figures are 
not strictly comparable; for example, the type of beer made in the two 
countries differs noticeably, as does the proportion which is bottled or sold 
in cans. While the number of barrels of beer produced per worker in Canada 
and the United States is therefore a useful indicator, a complete comparison 
of productivity would also need to take account of differences in the real 
value of net output in the two countries due to differences in quality, 
packaging methods, and degree of processing. This last factor seriously over- 
states Canadian physical productivity in industries producing more complex 
products such as cars, refrigerators, and electronic equipment. In such in- 
dustries the proportion of the final product represented by the net value- 
added is less in Canada than in the United States due to the fact that many 
of the more complex inputs of materials and machinery are imported; Can- 
adian production tends to be more of an assembly operation than in the 
United States. Thus, for example, if one worker turns out a car a year in both 
the United States and Canada, it would appear that their productivity is 
equal. However, if in looking behind the figures we find that the American 
worker has built an automatic transmission for his car while the Canadian 
has simply installed an imported transmission in his, we would be quite 
justified in concluding that the American’s real productivity is considerably 
higher than the gross physical output figures alone would suggest. 


While one hesitates to add to an already formidable list of qualifications, 
attention should also be drawn to the fact that differences in the classification 
of production workers in the two countries, which tend to cancel out when a 
whole sector of the economy is being examined, can often affect the results of 
productivity comparisons carried out on an industry by industry basis. De- 
spite all these reservations, a few comparisons of gross physical output per 
man-hour in various secondary industries in the United States and Canada 
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in 1947 are given below.® On a man-hour basis, it appears that Canadian 
physical productivity ranged from about half of the American level in the 
chewing gum industry, in which scale is very important, to almost the same 
level in the production of such food products as macaroni. Gross physical 
productivity in such industries as cotton textiles, automobiles and parts, 
tires and tubes, hosiery, bricks, and petroleum refining ranged between 65% 
and 70% of the American level. The difference in tobacco products was over 
40%, in primary iron and steel it was just over 25%, while in industries such 
as leather footwear, bread, and biscuits, where volume is less of a factor, the 
differential appeared to be closer to 20%. In view of the lack of complete 
employment data on a product basis, we were unable to make extensive or 
precise comparisons for 1954 or 1955. What calculations we were able to 
make, however, suggested a slight narrowing of the gap in gross physical 
cutput per man-hour since 1947. The most startling improvement appears to 
have been in petroleum refining, in which for a number of special reasons, 
the increase in Canadian productivity has been very great in recent years. 
In the brewing industry the gap has narrowed significantly to a level some 
10-15% below that in the United States. 


These various methods of approach to man-hour comparisons of 
secondary manufacturing productivity in Canada and the United States 
suggest that our net output is no less than 35-40% below that in the 
same sector of the American economy. Because of the imprecision of the 
data, we do not believe that one can prove beyond all possibility of dispute 
that this percentage level is lower than it was before the war. Nevertheless 
all of the above methods that can be carried out for earlier years do appear 
to confirm that there has been some relative gain in Canadian secondary 
industry productivity in the last decade or two. The reduction of the gap 
in output per man-hour between the two economies as a whole, the fall in 
the market share of manufactured imports despite some decline in tariff 
protection, and the rapid growth of Canadian secondary industry also suggest 
the same thing. Furthermore, the narrowing of the price differential in many 
secondary products such as steel, automobiles, and electrical appliances, 
taken together with such productivity data as are available, tends to indicate 
that a small but worthwhile catching up with United States productivity has 
in fact occurred in the domestic manufacturing sector. . 


Individual Industries 


Table 50 shows the Gross Domestic Product per production-worker hour 
in a number of selected Canadian secondary industries from 1945 to 1954. 
The use of production-worker hours, of course, raises the output per man- 
hour of this series relative to the sector figures, which are based on total em- 


6These are largely based on work of John H. Young, op. cit., Appendix C. 
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ployee man-hours.* This Gross Domestic Product series is not comparable 
with the United States value-added data because it is more net of inputs from 
other industries and thus tends to exaggerate the productivity differential 
between the two countries. We do, however, believe that the series offers a 
fair basis for comparing productivity in individual industries in Canada, 
although the possibility of error in constructing the original data should not 
be overlooked. Furthermore, the relatively greater importance of depreci- 
ation costs in some industries may tend to overstate somewhat their truly 
net productivity. The results in some industries may also be inflated due to 
the fact that special protective or competitive conditions in Canada may 
enable those industries to realize higher prices for their products relative to 
the United States than can the average secondary manufacturer. 


In spite of these defects, the table does reveal in a broad way the high 
and low productivity industries in the secondary manufacturing sector. 
Compared to an hourly average output per wage-earner in the sector as a 
whole of $2.31 in 1954, productivity in beverages was $5.20 and in products 
of petroleum and coal, largely petroleum refining, was $4.78; in both of these 
industries, in the former case partly because of export markets, the size of 
operations permitted in Canada was not too far short of the optimum. Other 
industries significantly above the average were secondary chemicals and 
motor vehicles and parts, in the latter of which it is believed that some 
double-counting may inflate the figures. Below the average in 1954 were the 
main labour-intensive industries such as bakery products, leather products, 
textiles, clothing, furniture, and a number of the handicraft-type industries 
in the miscellaneous group. The Gross Domestic Product figures unfortu- 
nately do not permit a breakdown into a finer classification than that shown 
in the table, but the use of value-added or gross production data, despite 
their limitations, serves to indicate the disparities which exist within these 
broad industry groupings. Thus, for example, the yearly value-added per 
wage-earner in synthetic textiles at some $6,320 in 1953 was more than half 
as large again as in cotton textiles at $3,769 and much larger than in woollen 
textiles at $4,311; these figures compare to an average in secondary industry 
of $7,252. Similarly, the gross value of production per wage-earner year in 
the rubber footwear industry was some $7,000 in 1953 compared to more 
than $21,000 in the rest of the rubber products industry and to no less than 
$14,915 in secondary industry generally.® 


The table also enables one to distinguish in a broad general way those 
secondary industries which have an above average rate of productivity 
growth. Once again, however, a number of important qualifications must be 


7For purposes of comparability with the United States, the value-added data for individual industries 
had to Be a orked out on a production-worker basis. We have accordingly put the Gross Domestic 
Product figures on this same basis. It might, however, be noted that the proportion of salaried employees 
in Canadian secondary industry has risen from under 15% of the total in 1929 to more than 20% today; 
this trend has of course also been evident in the United States. : 

8Calculations based on the employment estimates of the rubber footwear producers in their 1956 


brief to the Tariff Board. 


155 


156 


ROYAL COMMISSION ON CANADA’S ECONOMIC PROSPECTS 


noted. In addition to the reservations stated in earlier paragraphs, it should 
be pointed out that the data are available on an industry basis for only ten 
years, a period much too short to permit confident assertions about long- 
term trends. Moreover, in comparing any one year with another there are 
always a number of special influences at work tending to distort the com- 
parison; for example, activity in one or other of the two years may be 
abnormally high or low due to strikes, shortages, demand conditions, or 
change-overs to new products and machinery. Finally, statistical coverage 
of the industry may be expanded or classifications changed; the change in 
the productivity figures may therefore in some cases be due to no more than 
alterations and improvements in the compilation of statistics. 


Taking the two years 1946 and 1953 as perhaps the best for purposes 
of illustrating postwar productivity gains in secondary industry, one finds 
that in petroleum and coal products Gross Domestic Product per man-hour 
has risen by about 634% per annum compared to an average gain in the sector 
as a whole of just under 3%; from 1949 the figures are about 812% and 334% 
per annum respectively. Improved processing techniques, the building of 
new and larger oil refineries as the market has grown and Canadian oil 
sources have been utilized, and the continued automation of methods, have 
been mainly responsible for this phenomenal rate of productivity gain. In 
rubber products, the gain since 1946 amounts to over 8% but the effects of the 
prolonged strike in the industry in that year distort these results; from 1949, 
however, the annual gain still amounted to over 412%, or well above the 
average. Increasing mechanization permitted by the growth of the domestic 
market has also caused the rate of gain in the motor vehicle and parts industry 
to be close to 8% per annum, although because of the statistical difficulties 
referred to above this figure may be somewhat inflated. 


In the beverage industry, the expansion of export markets for distilled 
liquors, the growth of domestic sales, and the modernization and enlarge- 
ment of breweries, together with an increasing concentration and specializa- 
tion of production, have contributed to an annual rate of productivity growth 
of some 312% since 1946 and almost 8% since 1949. Much the same factors 
have been at work in the tobacco industry where the comparable figures are 
about 612% and 942% respectively. The agricultural implements industry pro- 
vides a striking example of the effects of variations in the use of capacity 
on productivity; from 1946 to 1953 the annual rate of gain was just’ under 
512%, but from 1949 to 1953 productivity fell by almost 2% per annum. 
From 1946 to 1949 the compound annual rate of increase was some 18%. 
The rapidly expanding North American market for farm implements, the 
backlog of deferred demand, and the development of improved products and 
techniques enabled the industry to expand output enormously in the earlier 
period without greatly adding to its manpower or capital requirements. Con- 
versely, when demand abated and excess capacity appeared in the industry 
production runs became shorter and less specialized. Overhead, distribution, 
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and indirect labour costs had to be spread over fewer units of output, and 
productivity dropped noticeably. Thus in 1949 the absolute level of pro- 
ductivity in this industry was some 10% above the secondary industry 
average, but by 1953 it was 10% below. 


Productivity gains in the electrical apparatus and supplies industry, at 
about 3%, have been a little higher than the sector average. In primary iron 
and steel, gains on the basis of Gross Domestic Product since 1946 have 
been about 334% per annum, while on the basis of ingots and castings pro- 
duced per man-hour they have been over 5%;° in many respects the latter 
figure seems to accord more closely with trends in the output, share of the 
market, and prices of the domestic industry. Productivity gains in textiles 
and secondary chemicals since 1946, on the other hand, appear to be a shade 
below the average for secondary manufacturing, although this is not true of 
chemicals since 1949. However, the rates of productivity increase in a num- 
ber of less mechanized industries such as bakery products, leather products, 
clothing, furniture, ship-building and transportation equipment, have been 
either negative or very small, reflecting the difficulty of mechanizing many of 
these operations, and in the case of some of the transportation equipment 
industries, excess capacity as well. Of course, widely differing rates of growth 
have appeared in different segments of the same industry. Value-added per 
production worker in synthetic textiles, for example, has risen almost twice 
as fast as in the wool and cotton sections of the industry since 1946; if these 
figures are adjusted for relative price changes, the gain is very much more 
pronounced. 


In the past three years further substantial increases in productivity in 
many of the more mechanized industries such as iron and steel, electrical 
equipment, and automobiles appear to have taken place. For example, the 
output of ingots and castings per man-hour in the primary iron and steel 
industry was some 1212% higher in 1955 than in 1953. In general also, em- 
ployment and hours of work have risen substantially less than the corre- 
sponding indices of physical output. Thus the index of industrial production 
of the durables-manufacturing industries, all of which are included in the 
secondary sector, was more than 8% higher in 1956 than in 1953 although 
total man-hours worked in these industries had risen by less than 1%. The 
annual rate of gain since the very minor recession of 1954 has, of course, 
been very much greater than that since 1953, reflecting the utilization of 
excess capacity that had appeared in the former year. 


We have indicated that comparisons of productivity in individual indus- 
tries between Canada and the United States, apart from those few estimates 
which can be derived from gross physical production figures, are only avail- 
able on a value-added basis. All the qualifications noted earlier with respect 
to the comparability of inputs, outputs, and statistical coverage apply with 


The Canadian Primary Iron and Steel Industry, Table 18. 
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full force to these industry comparisons. Moreover, two additional reserva- 
tions must be noted which very greatly reduce the usefulness of the figures. 
First, as already indicated, a downward adjustment of a little over 10% to the 
Canadian figures to reduce them to the same degree of “netness” as the 
United States series is necessary for the sector as a whole; however, there is 
no way of knowing how this should be applied to individual industries—in 
some cases it might be 20%, in still others it might be necessary to raise, 
rather than lower, the Canadian figures. Lacking any information on this 
matter, we have had to take the statistically unjustifiable step of reducing the 
Canadian value-added of each individual industry by the 10% average which 
applies to the sector as a whole. Secondly, the price adjustment necessary to 
value Canadian net output on a basis comparable to that in the United States 
had to be carried out in a fairly arbitrary manner. We have tried to use the 
most appropriate deflator available for the industry concerned but there was 
no precise way to solve the problem of working out the correct compensating 
adjustment for that part of higher Canadian selling prices which is attribu- 
table to higher Canadian prices of inputs of material and machinery. In the 
event, all we could do was make what seemed to us reasonable and conserva- 
tive allowances for this factor in each industry. 


We have published the results of these calculations primarily as a matter 
of interest and do not therefore pretend to claim that the productivity com- 
parisons of individual industries given in Table 46 can be considered as very 
reliable. In contrast, as previously stated, we believe that the sector average 
given in that table, and arrived at by sounder statistical methods, is reason- 
ably accurate. Looking at the results for individual industries with this some- 
what jaundiced eye, one finds that the differential of 10%-15% in the beverage 
and petroleum industries agrees broadly with the results of domestic produc- 
tivity calculations and with the physical output, price, and trade figures men- 
tioned earlier in this study. The differential in rubber products, at just over 
15% looks low on the basis of the 1947 physical output calculations; however, 
there has been a noticeable improvement in the productivity and relative 
prices of most of the Canadian industry in recent years, particularly in the 
standard lines of tires. The spread in leather products, textiles, clothing, 
furniture, printing and publishing, and industrial machinery, at 3722-452 is 
not too different from what one might expect on the basis of alternative data, 
as is the below average differential of 30%-35% in the automobile and elec- 
trical equipment industries. On the other hand, the differential in secondary 
chemicals and primary iron and steel, at about 45%, appears to be unduly 
large in the light of domestic productivity, price, and import data; this result 
also conflicts with the gross physical production comparisons given earlier 
for primary iron and steel. 


The productivity figure for bakery products, at less than half the Amer- 
ican level does not accord very closely with some of the results of Mr. 


PRODUCTIVITY, COSTS AND GROWTH 


Young’s physical productivity comparisons, although it should be noted that 
it is not out of line with the startlingly low Gross Domestic Product figure 
shown for this industry; it is possible that Canadian coverage of net output 
in this industry is weak. The difference in tobacco products at over 40% 
agrees closely with Mr. Young’s findings; it is also compatible with the very 
rapid growth of Canadian productivity in this industry because productivity 
gains in the American industry also appear to have been extremely large. 
Possibly the most contradictory result that emerges from the table is the dif- 
ference of over 55% in the railway rolling stock industry—much the same 
conclusions are arrived at if any of the preceding years are taken. Despite 
the diseconomies of small scale Operations in the building of diesel locomo- 
tives, an extremely wide differential of this nature seems hard to reconcile 
either with the relatively large size of Canadian operations in the manu- 
facturing of freight cars or with the comparatively low level of imports and 
domestic prices in this industry (abstracting from the price effects of the tariff 
on materials and components). 


In agricultural implements, despite the downturn in Canadian productivity 
in recent years, productivity per man-hour on a value-added basis is shown 
as some 32% below the United States, or less than the average; this com- 
paratively large differential would appear to reflect the fact that some Can- 
adian production facilities are less specialized and efficient than those in the 
United States. In any event, in view of the many qualifications stated above, 
we would not wish much reliance to be placed on the relative productivity 
figures for this or any other industry, even though a weighted average of 
these figures comes to within about 1% of the sector results obtained by the 
use of more justifiable statistical techniques. We did not believe we should 
publish an industry by industry comparison of secondary manufacturing 
productivity in Canada and the United States over time, in view of the 
limitations of the data themselves and in view of the fact that the United 
States value-added series is available only since 1947. Because of the narrow 
margins of permissible error, the shortness of the period, and the difference 
in the timing of postwar decontrols in the two countries, it is clear that the 
results of such an exercise are of dubious validity indeed. They do, however, 
Suggest a slight narrowing of the productivity gap in the sector as a whole 
and a more pronounced improvement in some of the relatively capital- 
intensive industries. 


Summary: Productivity and Costs 


As we have indicated in Chapter 4, we believe that some three-quarters 
or more of the productivity differential of 35-40% between Canadian and 
American secondary industry is attributable to the smaller scale and less 
specialized nature of manufacturing operations in this country. This view 
is confirmed by the contrast with those resource and export industries which, 
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by reason of their access to world markets, are able to benefit from long 
runs and specialized production and thus achieve an average level of produc- 
tivity not very different from that in the United States. This, of course, does 
not apply to some of the domestically oriented primary industries like certain 
types of food-processing. Similarly, some of our secondary industries like 
oil-refining and beverages are able to achieve big enough volumes of output 
in local Canadian markets to be quite close to the United States level of 
productivity, even though this is not true for secondary manufacturing as a 
whole. 


As already noted, the problem of unspecialized production in Canadian 
secondary industry is due to many causes, including the excessive fragmen- 
tation of the Canadian market stemming from our importation of the Amer- 
ican structure of industry. It is in part also due to the reluctance of domestic 
producers to specialize to the same extent as in the United States, and in 
some instances, to the less competitive nature of certain Canadian industries. 
However, in many cases such diversification of production is the only way 
open to Canadian producers if they wish to reduce their overhead, admin- 
istration, and selling costs in the small Canadian market. In any event, short 
runs and the necessity of changing over from one type of production to an- 
other usually result in lower work-loads, loss of production time and less 
specialization of management effort and skills. In many cases also it means 
that machinery must be less automatic, less specialized, and slower. These 
disabilities stemming from our relatively small scale of output are the prin- 
cipal reason why our man-hour productivity is so much lower than in the 
United States. At the same time, productivity in Canadian secondary indus- 
try is generally very much higher than in the overseas countries because the 
sector is relatively much more mechanized, its machinery and equipment are 
more modern, and its processes and production techniques are more efficient. 


Some part of the difference in productivity between Canadian and United 
States domestic manufacturing is probably also attributable to differences in 
labour effort and management ability. In the nature of things, such intan- 
gibles are difficult to pin-point and still more difficult to measure. However, 
it may be that the greater drive and materialism of United States labour more 
than offset the benefits of a more co-operative and consistent, but slower- 
paced, Canadian labour force. As mentioned in the last chapter, high levels 
of management skills are vitally important in an enterprise economy and 
their effect on productivity should not be under-estimated. Although enter- 
prise may still be a more highly developed characteristic in American man- 
agement, it is much less easy than once it was to attribute a large part of the 
productivity difference between the two countries to the greater caution and 
lower commercial-mindedness of Canadians. This factor may still have a 
small but significant effect on the differential, particularly in some industries, 
but the increasingly competitive nature of our domestic manufacturing, 
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greater business confidence, and Significant improvements in Canadian 
management attitudes and techniques, have substantially reduced its role. At 
the same time, Canada’s wide differential advantage with the overseas coun- 
tries on the score of both labour attitudes and management skills has prob- 
ably further increased. 


It has already been pointed out that lower real productivity in Canada, 
while inevitably affecting our standard of living, would not be reflected in 
higher selling prices if the money costs of inputs of labour, material, and 
capital in Canada were low enough. In fact, however, higher prices must be 
paid for materials and machinery in Canada, either due to the higher costs 
of low-volume Canadian production or to the payment of tariff duties. Al- 
though not true of services or of all commodities, particularly local or im- 
ported raw materials, the average effect of higher material costs in the 
secondary industry sector as a whole appears to be to raise final costs and 
selling prices, ex tax, to a level some 2-4% higher than in the United States. 
The impact of this factor is, of course, less than it otherwise would be be- 
Cause many intricate components and parts are imported ready-made for 
assembly in Canada. If such products had to be fully manufactured in this 
country for the small domestic market, the large research and overhead ex- 
penditures involved would cause our production costs to rise to prohibitive 
levels in many lines. 


We concluded that the net effect of transport, distribution, and climate 
on the costs of our manufactures was not very great. While transportation 
and distribution activities may absorb proportionately more manpower than 
in the United States, the money costs involved are on the average no higher 
because of our lower wages. In the central Canadian market these costs are 
actually lower than in the United States, and it is only on the two coasts, less 
than a fifth of the total market, that some cost disadvantage is incurred. 
Climate is not much more significant in its effects on manufacturing costs 
than in the main industrial centres of the United States, with the important 
exception of the building products industry. Construction activity is of course 
severely affected by seasonal problems, but the higher price of Canadian 
materials and greater seasonal overheads appear to be about offset by lower 
wages. There is much variation in the relative costs of construction depend- 
ing on the type of building and the region in which it is to be found, but on 
balance we have not been able to conclude that average construction costs 
are very different in the two countries. Lower corporation tax rates in Ca- 
nada may give our producers a slight cost advantage, while both imports 
and domestic production must pay excise and sales taxes. Financing costs are 
probably not very different in the two countries, with interest rates being 
about 1% higher in Canada and the cost of equity money, the main source of 
financing, lower. On balance, it does not appear to us that the net impact of 
all the factors mentioned in this paragraph significantly affect the relative 
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money costs of Canadian secondary industry production either in an upward 
or a downward direction. 


The level of wages and salaries in Canadian secondary manufacturing, 
at some 25% below that in the United States, is, of course, the main reason 
why Canadian manufacturing costs and prices do not fully reflect the differ- 
ential in real productivity with United States secondary industry. Neverthe- 
less, because wages are related to average productivity in the whole economy, 
and because secondary industry productivity is below the average, the wage 
differential in this sector is not sufficient to prevent total Canadian labour 
costs in domestic manufacturing from being higher than those in the United 
States. Taking the productivity differential of 35-40% with United States 
secondary industry as given, this explains why average Canadian manufac- 
turing costs and prices are in the range of some 10-20% higher than in the 
United States; the higher cost of materials and machinery in Canada accounts 
for only about a fifth of this difference. This pattern of wages, as we have 
noted, is basically the result of high real productivity and profitable oppor- 
tunities in the economy as a whole, a fact which makes most secondary 
industries, with their lower productivity, to some degree dependent on tarifi 
protection. In general, however, productivity in Canadian secondary manu- 
facturing is high enough to offset our wage disadvantage with the overseas 
countries, except in a comparatively few low-productivity, high-labour-con- 
tent industries. 


The Record of Growth 


Before turning to the future of our secondary manufacturing industry, 
it might be useful to draw a few conclusions about the trend of past develop- 
ments in this sector. It is, of course, dangerous to attempt to summarize 
in a single statement the many-faceted growth of our numerous secondary 
industries. Yet in the growth of most of our secondary industries and in the 
failure of a number of those industries to achieve their share of prosperity 
a clearly discernible pattern emerges. In brief, the growing competition for 
scarce manpower and resources that has accompanied the achievement of 
high levels of employment throughout the world has put a substantial addi- 
tional premium on technological advance, increased mechanization, and im- 
proved productivity. At the same time it has involved added penalties for 
those unwilling or unable to adapt themselves to new techniques and new 
processes, particularly in Canada and the United States where labour has 
generally been a scarce factor of production and where unmechanized man- 
power has therefore been particularly costly. The vast majority of our sec- 
ondary industries have so far acquitted themselves very well indeed in this 
quickening race for productivity. However, other industries, while prospering 
because of buoyant demand and easy competitive conditions in the years 
immediately following the war, have been unable to keep pace with progress 
and have found themselves in increasing difficulty, especially in recent years. 
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Obviously, the development of our secondary industries has depended 
on the growth of the Canadian market, and the share of that market which 
they have been able to obtain. In practice, as we have tried to indicate, these 
two factors are intimately inter-related. The growth of the Canadian market 
has offered greater scope for longer runs of specialized production which 
enable most domestic manufacturing industries to lower their costs and raise 
their productivity relative to those of their main competitors in the United 
States, and to those overseas as well. Export markets have, with few excep- 
tions, declined in relative importance in the last ten or fifteen years, with 
small gains in the even smaller proportion of sales to the United States mar- 
ket being more than offset by sharp declines in overseas shipments. In 
practical terms, therefore, the growth in demand for secondary industry 
production in the last two decades has come entirely from Canadian sources. 


It was pointed out in Chapter 2 that the growth of secondary industry 
has traditionally been greatest in periods when the Canadian economy has 
been expanding buoyantly. In peace time such periods of rapid expansion 
have typically been associated with the growth of our resource and export 
industries, with heavy derived investment, rising consumer incomes, and with 
large inflows of capital, skills, and manpower from abroad. In the compli- 
cated growth process which has occurred, the expansion of secondary in- 
dustry of course has played a large part, but such growth appears to us to 
have stemmed largely in the first instance from other sectors of the economy. 
Our conclusions on this point would seem to be strengthened by the fact 
that no peacetime period of particularly rapid Canadian growth can be found 
in which the growth of domestic manufacturing was the dominant influence. 
Nevertheless, the share of national output accounted for by secondary indus- 
try has increased in the long run because this sector has gained more than 
any other from the expansion of the Canadian economy. New secondary in- 
dustries established at times of rapid growth such as the 1900’s, the 1920's, 
and the Second World War have usually acquired the technical ability, capi- 
tal, and skills necessary to survive more competitive conditions, so that when 
the market expanded further they were able to take full advantage of it. 


It is, of course, true that as a result of pressure on domestic resources, 
the import share of most secondary markets tends to rise in a period of 
vigorous expansion. While obviously an improved share of the market at any 
point of time would be of benefit to secondary manufacturing, we have tried 
to emphasize that over the longer term the greatest growth of the real pur- 
chasing power of the domestic market, and thus of our secondary industry, 
has occurred in periods of rapid development of our valuable resources. The 
strong and rising world and domestic demand for these products appears to 
be the basic reason why Canada has grown faster than any other Western 
economy since the war. It must, of course, be emphasized that in the postwar 
period, a new quality of stability has been added to this whole growth process 
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by the achievement of high levels of employment and income in Canada and 
other countries, particularly the United States. Regardless of the causes of 
our growth, however, one should not take too static a view of the share of 
the market obtained by our secondary industries. A bigger and faster grow- 
ing total market, even if the share of it obtained by our domestic producers 
declines temporarily, has always been the most effective stimulant to the 
long-run expansion of secondary industry in the past. 


In any event, demand for our secondary industry production is more 
than three times its prewar level, and despite a rise in the share of the market 
claimed by all secondary manufactured imports from the abnormally low 
level of 16% in 1939 to about 20% today, the real output of this sector by 
1956 had almost tripled. As in the United States, the artificially high share 
of national output achieved in the war years has not been equalled, but 
secondary manufacturing’s present share of national production, at just over 
20%, is about one-quarter higher than in 1939. This ratio is broadly un- 
changed from that of 1946 although in absolute terms production has risen 
by over 50%. Even since 1949, when normal competitive conditions started 
to reassert themselves, resource development began to expand rapidly, and 
the import share of the market consequently started to rise, the striking 
growth of just over 35% in the real output of the secondary sector has been 
only slightly below that of the economy as a whole. Very obviously then, 
the rapid growth of demand has been essential to the vigorous expansion of 
domestic manufacturing. 


This is equally true of the growth of individual industries and products. 
The fastest growing industries have been those with the most rapidly in- 
creasing demand, such as primary iron and steel, electrical apparatus and 
supplies, electronics, aircraft, petroleum products, many chemicals and 
building materials. In some cases, this expansion of demand has been due 
to shifts in the pattern of consumer expenditures towards durable goods and 
in others it has been due to the rise in the proportion of national output 
spent on investment of all kinds. In still other industries and products, the 
increase in markets may be traced to such factors as the successful applica- 
tion of new technology, new resource discoveries, rising defence expendi- 
tures, or some combination of all the above factors. In contrast, a smaller 
proportion of spending has been devoted to many of the “necessities” of life, 
such as foods, textiles, clothing, tobacco, leather products and footwear gen- 
erally. Moreover, within industries rates of increase in demand have been 


very different as was noted in the case of synthetic and wool textiles, tires 


and rubber footwear, and petroleum and coal products. In practice, also, 
industries confronted with unfavourable demand conditions usually have 
suffered from a declining share of the market due to their inability to realize 
the cost advantages arising out of longer production runs, new machinery, 
or new technology. 


PRODUCTIVITY, COSTS AND GROWTH 


The second factor in the growth equation has been the share of the 
Canadian market which individual industries have been able to obtain. It 
was noted earlier that the mechanism of adjustment to extremely high levels 
of activity in the Canadian economy has usually caused the import share of 
the market to rise temporarily. However, this should not be allowed to obs- 
cure the fact that those Canadian secondary industries exposed to import 
competition have had to maintain or improve their relative cost and com- 
petitive position over the long run if they were to participate fully in the 
growth of the Canadian market. Indeed, since 1929 there has in fact been 
a noticeable increase in the share of the total market for secondary industry 
production obtained by domestic producers. However, as we have noted, 
there has been some increase in the import share of the market since the 
more abnormal years of 1939 and 1949, when the protection offered by 
tariffs, administrative measures, or import controls was much higher than 
at present. We have pointed out that the main reason for this longer-run 
improvement has not been an increase in tariffs—effective protection has 
declined somewhat on balance in the period—but an improvement in the 
telative costs and productivity of Canadian producers as the size of the 
market has grown, more mechanized techniques have been adopted, and 
management has become more aggressive and competitive. 


Indeed, the fast growing industries appear to be those which are 
characterized by high and rising productivity, a high degree of capital-in- 
tensity, up-to-date equipment processes and technology (often obtained 
through affiliation with American firms), good management, and high wages. 
This result is not unexpected in view of the fact that for most such industries 
the principal disadvantage in competing with the United States has been the 
small size of the domestic market. The rapid growth of Canadian demand has 
enabled many such producers to come closer to the minimum efficient scale 
of production. At the same time, forward-looking management and the 
ability to adapt production to more mechanized and specialized processes has 
enabled these firms and industries to improve their productivity and costs 
relative to their competitors in the United States despite a narrowing of the 
wage differential between the two countries. In this connection, firms in the 
faster growing industries appear to have shown a somewhat greater than 
average tendency to search aggressively for or to create new markets, to 
make full use of new technology and manufacturing processes, and to 
increase the degree of specialization of their production as rapidly as the 
growth of the market permits. In summary, the fast growing industries have 
in general been marked by higher than average output per man and by 
relatively rapidly rising productivity. 


Many such fast growing industries and products have already been 
mentioned, including primary iron and steel,!° most electrical and electronic 


As previously noted, the Gross Domestic Product figure for primary iron and steel, which was 
shown as only some 3% above the sector average on a man-hour basis in 1953, may well be low 
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production, rubber products (excluding footwear), motor vehicles, petroleum 
products, many secondary chemicals, synthetic textiles and others. There are, 
of course, exceptions to this rule, including tobacco products and beverages, 
where productivity has risen very rapidly although demand has gone up 
somewhat more slowly than average. In contrast, productivity in the agri- 
cultural implements industry rose very rapidly to a level above the sector 
average when demand was expanding at an extraordinary rate, and fell back 
again when demand began to contract. In general the import share and price 
data given earlier tend to confirm that high-productivity industries have 
generally been the sector’s best growth industries. These conclusions also 
apply to most of those expanding industries whose market for one reason 
or another was already relatively large, including such products as pulp and 
paper machinery, paper-makers felts, hydraulic turbines, etc. However, in 
the railway rolling stock industry, productivity appears to be below average, 
partially due to the fact that no expansion of the market took place between 
1946 and 1953. 


The growth of the Canadian market and secondary manufacturing pro- 
ductivity has not, however, brought about as large an improvement in the 
share of the market obtained by domestic producers as this analysis alone 
might suggest. At any point in time there have always been a number of new 
products and techniques which in their early stages were developed only in 
the United States because of the large amounts of capital, research, and over- 
head expenditures they involved. Although the import share of older prod- 
ucts has been falling, that of new products has tended to remain high until 
the Canadian market has become large enough to support an economic 
manufacturing operation. Moreover, there are some lines in which the 
minimum efficient scale of production is so large that even an extremely 
rapid growth in Canadian demand has not led to the development of a 
significant Canadian industry. Finally, there are many products in which 
sizable increases in the minimum efficient scale of production in the United 
States have also taken place, particularly in such items as machinery, compli- 
cated consumer durables, and some types of automobile parts. In such 
instances, a large absolute gain in the size of Canadian markets and manu- 
facturing productiviy may have brought about little or no relative improve- 
ment in our costs and competitive position. As long as these factors are kept 
in mind, however, it is fair to say that our fastest growing secondary indus- 
tries have been those in which markets have been growing most rapidly, 
productivity has been high, and the use of capital has been relatively great. 


In contrast, the labour-intensive, low-wage, low-productivity industries 
such as rubber footwear, cotton and woollen textiles, ship-building, and 
others have been the slowest growing of our secondary industries in the 
postwar period. Productivity gains in these industries have on the whole been 
below average, partly because the size of the Canadian market or the nature 
of the product does not permit the adoption of more mechanized processes. 


PRODUCTIVITY, COSTS AND GROWTH 


As noted earlier, some part of the difficulties of these labour-intensive indus- 
tries may well be due also to lower than average management skills and 
aggressiveness. Nevertheless, the number of such industries in Canada has 
been declining with the development of new processes and new products. 
Competition in many cases comes almost entirely from the low-wage countries 
Overseas, as Canadian costs and prices of many custom-made products such 
as heavy electrical equipment are actually well below those in the United 
States. In other cases, however, where high levels of special design and 
engineering skills are involved, Canadian producers can out-compete both 
United States and overseas producers. In still other instances, particularly in 
certain types of industrial machinery and cotton textiles, competition comes 
mainly from the United States where larger markets and greater speciali- 
zation have led to standardized mass-production operations. In any event, 
the cotton textile industry in particular has been losing ground in two 
directions; on the one hand to United States producers who have mechanized 
their operations to a greater degree than in Canada, and on the other hand 
to competitors in the low-wage countries whose labour cost advantages have 
been increasing. 


Nevertheless, the over-all record of Canadian secondary industries has 
been one of slow but steady improvement in relative costs. Of course, quite 
apart from cost trends, differing levels of tariff and other protection have 
affected the ability of individual industries or segments of industries to com- 
pete with imports. However, it is certainly not possible to conclude that the 
fast growing industries have benefited from above average tariffs and that 
the slow growing industries have received lower than average levels of 
protection. The average appears to be about the same for both groups; if 
anything, the labour-intensive industries tend to have higher effective pro- 
tection, in addition to which many of the rapidly expanding industries do not 
use all of their protection in some lines. Although the key-rate on synthetic 
fabrics is almost double that on the main cotton textile imports, the latter 
rate is higher than that on automobiles, about the same as the “basket” rate, 
and more than double the average ad valorem rates for primary iron and 
steel imports. Similarly, while the rate on imports of woollen textiles is some- 
what below the average, that on canvas footwear with rubber soles is very 
considerably above, and that on industrial machinery made in Canada is also 
above average; protection in the latter case may be reduced somewhat by the 
difficulties of administering the class or kind provisions of the taritt. The 
protection offered by Canadian government purchasing policy and tariffs to 
the labour-intensive ship-building industry is certainly no lower than that 
given to the aircraft producers, but the growth of defence requirements for 
aircraft has caused the latter industry to expand markedly. While many 
individual examples could be given, some of which show above average pro- 
tection and others the reverse, perhaps enough has been said to indicate that 
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one cannot easily ascribe the difficulties of the slow growing industries as a 
group to the fact that they receive below average protection. 


This is also generally true of the tariff reductions that have taken place 
since 1939. Effective rates in the primary iron and steel industry appear to 
have fallen by proportionately more than those in the cotton and wool 
textiles industry, but the former industry is expanding rapidly and improving 
its competitive position. Similarly, tariff reductions on the mass-produced 
items of the electrical industry have been about the same as those on custom- 
built items. In general, cuts in the rates on almost all manufactured items 
have amounted to 212%, and occasionally 5%, off the MFN rate. This is not 
to deny that there have not been some cases where increases in effective 
protection have helped to stimulate the expansion of growth industries; this 
has been true, for example, of government purchasing policies in the 
electronics and aircraft industries. In general, however, it is not a difference 
in tariff treatment that has caused some industries to be fast growing while 
others lag, but more fundamental economic factors. 


In summary, the pattern of development and expansion in the secondary 
industry sector reveals a strong growth trend in the productive, capital-inten- 
sive, well-managed industries, and a relative or absolute decline in the less 
technically progressive, lower-productivity industries. This record of growth 
reflects the emergence of this country as an increasingly specialized, skilled, 
and rich industrial nation. This has raised the productivity, and thus the 
wages, of labour to a level that cannot be paid successfully by the high labour- 
content industries. In short, unmechanized manpower has come to be a more 
and more expensive factor of production in our increasingly mechanized 
economy and the growing number of profitable and productive opportunities 
open to labour in more efficient Canadian industries has increased the com- 
petitive disabilities of our few remaining labour-intensive industries. However, 
the great majority of our secondary industries have been able to adapt their 
operations successfully to the accelerating pace of technological advance and 
mechanization and have enjoyed a healthy and vigorous growth. The sector as 
a whole has increased in importance since 1939 and has fully kept pace with 
the rest of the economy in the postwar period. Moreover, most industries have 
slightly increased their share of the domestic market and improved their 
relative costs over the longer term. This has been achieved in spite of, and 
perhaps partly because of, increasingly competitive conditions in Canada. 
While there are still a sizable number of complex products which cannot be 
manufactured here because of the small size of our domestic market, both 
the range of goods manufactured and the degree of processing undertaken 
in this country have been considerably extended in the past two decades. In 
conclusion, the decline of some industries has been both caused and ac- 
companied by an even greater expansion of the more productive and soundly- 
based secondary manufacturing industries. 


Part Ill 


THE OUTLOOK FOR 
SECONDARY MANUFACTURING INDUSTRY 
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THE OUTLOOK IN GENERAL 


IN EARLIER CHAPTERS we have tried to trace the story of the impressive 
growth of the secondary manufacturing sector and the reasons why some 
industries have grown faster than others. It is against this background that 
we turn now to examine the factors which are likely to bear on the expansion 
and development of Canadian secondary industry over the next quarter 
century, to hazard some guesses about its place in the Canadian economy in 
1980, and to suggest some rates of growth for the various industries in the 
group. The outlook for individual industries, for the sector’s regional devel- 
opment, and for its requirements of capital and skilled manpower will be 
dealt with in Chapter 9. Our concern in the present chapter is with the 
general factors which will affect the future growth of secondary industry as 
a whole. These are reviewed under three broad headings: 


(a) The future size of the domestic market for the goods produced 
by secondary industry. 


(b) The share of this market which Canadian secondary manu- 
facturing industry is likely to obtain. 


(c) The prospects for export sales of manufactured products. 


In this study we have used the assumptions which are basic to all the 
forecasting work done by the Commission. These are in brief that there will 
be no major war or depression, that employment will be well sustained, and 
that changes in the commercial policy of Canada or of foreign countries will 
not affect us significantly. Within this framework, the rate of growth antici- 
pated for secondary industry is of course linked very closely to the rate of 
growth forecast for the rest of the economy. In this connection, we have em- 
phasized that the great majority of the products of secondary industry are 
sold on the domestic market, and that the level of demand for manufactured 
goods is largely dependent on the prosperity and expansion of the economy 
as a whole. In appraising the prospects of secondary industry, therefore, one 
cannot underestimate the importance of a rapid rate of growth for the econ- 
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omy generally, and the maintenance of high levels of income and employ- 
ment. The Gross National Product forecast for 1980 is thus in a very real 
sense the foundation upon which the secondary industry estimates are built. 
Obviously the over-all forecast itself is in part dependent upon the rate of 
growth of secondary manufacturing, but Canada’s economic history suggests 
that the relationship of activity in the secondary manufacturing sector to 
activity in the economy in peacetime is more derivative than causal. The 
Commission’s estimates of G.N.P. are reasonably optimistic, yielding a 1980 
G.N.P. figure of $61.8 billion in 1949 dollars, or $76.2 billion in 1955 dol- 
lars. For purposes of our forecast we have used this estimate, which is the 
average of two Commission forecasts of G.N.P. based upon assumed rates 
of productivity increase for the private economy of 242% and 3'4% per an- 
num; average net immigration for the 25 year period is assumed to be 75,000 
annually in both estimates. 


The Size of the Domestic Market for Manufactures 


The analysis of the prospective market in Canada for manufactured 
goods clearly depends not only on the total expenditure of the economy for 
goods and services, but on the portion of these national outlays which is 
devoted to the purchase of manufactures. This latter analysis can be divided 
into three parts; consumer, investment, and government expenditure. Pros- 
pective export demand for secondary manufactured goods is considered 
separately later in this chapter. Consumer expenditures are expected to ac- 
count for about 64% of Gross National Expenditure in 1980 compared with 
63% today. The Commission study of this subject! suggests that in aggregate 
the proportion of these expenditures spent on manufactured goods is not 
likely to change greatly, although appreciable shifts in the demand for the 
various components may be expected. While we have not believed it neces- 
sary to repeat the underlying analysis of that study, a brief summary of the 
forecasts of some of the important consumer expenditure items is set out 
in the next few paragraphs. When trends are discussed, they refer to the 
share of total expenditure, not to absolute levels of demand. 


Although the share of food in consumer expenditures is expected to fall 
slightly, the manufactured content is expected to rise—a continuation of the 
trend towards pre-packaging and further processing. The forecast fall in the 
relative importance of tobacco consumption will probably be offset, in part 
at least, by a further swing away from cut tobacco to factory-manufactured 
cigarettes. The amount spent on alcoholic beverages is expected to remain 
a fairly constant proportion of consumer expenditure, although consumer 
preference appears increasingly to favour domestic goods at the expense of 
imports. A continuation of the downward trend in the consumption share of 
clothing and personal furnishings is forecast which would produce a corre- 


1Consumption Expenditures in Canada. 
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sponding decline in demand for these products. Conversely, the share of ex- 
penditures for household operations is expected to rise slightly. The 
important contributing factor here will be the demand for appliances, with 
demand for other furniture and furnishings not expected to change greatly. 


In aggregate the manufactured component of this form of expenditure should 
rise slightly. 


The past trend in the expenditure share of shelter is downward, but the 
figure, containing as it does a substantial element of imputed rents, is not an 
accurate indicator of new expenditure on housing and the demand for manu- 
factured goods generated thereby. Actual housing expenditures in 1955 were 
about 9% of estimated consumer expenditures; the 1980 forecast housing ex- 
penditure is only 5.3% of 1980 projected consumer expenditure. A significant 
relative decline in the demand for house building products is therefore ex- 
pected, although there is reason to believe that it will be offset in part by the 
expenditure of an increasing proportion of the housing dollar on such manu- 
factured products as expensive hardware and heating equipment, and new 
products such as air conditioning. Changes in construction techniques will 
probably also lead to greater factory production of pre-cut and pre-fabricated 
units at the expense of on-site construction. Altogether the manufactured 
content of this component will rise although perhaps not enough to offset 
the decline in the total. In contrast, a rising share of consumer expenditure 
is forecast for transportation. It is very difficult to allocate these expenditures 
between goods and services, but among the manufacturers to benefit most 
will be those in the automotive and petroleum refining industries. Personal 
and miscellaneous expenditures are also expected to rise relatively to over- 
all consumer expenditures. Although the service component of this group is 
very large, demand for such manufactured items as drugs, cosmetics and 
sporting goods will be large and increasing as fast or faster than other items 
in the group. 


Turning from consumer to investment expenditures, it might be noted 
that the Commission study on this subject suggests that expenditures on ma- 
chinery and equipment will rise appreciably faster than the Gross National 
Expenditure—280% between 1955 and 1980, compared with a 184% rise in 
the forecast G.N.E.? This expenditure will naturally continue to be very 
largely for manufactured goods. Expenditures on non-residential construc- 
tion, on the other hand, are expected to increase by only 122%, or by much 
less than the G.N.E. This would bring about a decline in the relative demand 
for building products, although as in the case of housing the factory-built 
component of construction expenditures will undoubtedly increase. Govern- 
ment expenditures, the third broad category of domestic demand, are as- 
sumed in the G.N.P. forecast to rise by a shade less than the G.N.P. How- 
ever, government expenditures on manufactures may fall by somewhat more 


20Qutput, Labour and Capital in the Canadian Economy. 
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than this because defence expenditures, which have a relatively high manu- 
factured content, are assumed to decline slightly in importance. Non-defence 
expenditures on capital projects are expected to rise equally with the G.N.P. 
while no change is anticipated in their manufactured content. Other govern- 
ment expenditures, although expected to increase 240% compared with 184% 
for the G.N.P., have a low content of manufactured goods. 


In summary, the conflicting nature of the trends in the demand for 
various classes of manufactured goods would suggest that any change in the 
share of total national expenditure devoted to the purchase of manufactures 
is not likely to be very great. However, any change that occurs will in our 
view probably be upward rather than downward. This view is supported 
by the experience of the past half-century during which time manufactures 
have become increasingly complex, have involved more and more fabrica- 
tion, and have accounted for a larger share of every dollar spent on commo- 
dities. These trends, which have been apparent throughout the world, are 
expected to continue with undiminished force in the future. The rise in the 
proportion of incomes spent on services will thus be reflected in a fall in the 
importance of sectors other than secondary manufacturing. 


Share of the Market 


The prospective size of the market for manufactures is only one of 
the two main factors which will determine the rate of growth of Canadian 
secondary industry. The other is the share of the market which Canadian 
firms are able to obtain. As we have indicated, most Canadian secondary 
industries are exposed in some degree to import competition and their ability 
to obtain a larger share of the domestic market will depend essentially on 
an improvement in their costs in relation to the costs of their foreign com- 
petitors. There are, of course, a number of industries which are sheltered 
from import competition by such forms of natural protection as high trans-: 
portation costs. These industries might be expected to grow even though 
their costs became out of line with those in other countries; growth is likely 
to be determined in large measure by the growth in domestic demand for 
their products. Nevertheless, technology is moving so rapidly that all indus- 
tries will tend to be increasingly affected by the costs of competing imports 
or by the costs of substitute products of either domestic or foreign origin. An 
example of this process is the partial replacement of masonry walls in con- 
struction by manufactured metal curtain walls. 


In general, however, as we have emphasized throughout this study, the 
comparatively small size of the Canadian market and the less specialized 
nature of manufacturing operations in this country are the principal explan- 
ations of our competitive disadvantage with United States producers at the 
present time. It was pointed out that these factors raise costs by preventing 
the full realization of the economies of mass production and by necessitating 
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the use of less automatic and slower machinery adaptable to shorter and 
more diversified production runs. These disadvantages of scale of course 
apply almost entirely to products for which volume of output influences unit 
costs more than favourable wage rates. These products are expected to 
continue to make up a high and growing percentage of the output of Cana- 
dian secondary industry. In earlier chapters we indicated that many second- 
ary industries producing such products have improved their comparative cost 
position in recent years largely as a result of the growth of the Canadian 
inarket and Canadian incomes. In looking at future prospects, we find it 
difficult to quarrel with the use of recent trends to project the future, par- 
ticularly since the prosperous, high-productivity, fast growing industries are 
in the strongest competitive and financial position to undertake future expan- 
sion. As these industries have best been able to take advantage of new op- 
portunities arising out of the growth of the market and technological inno- 
vation, one would expect that as the Canadian market continues to grow, 
their relative cost disadvantage would further diminish. 


However, we have already indicated that changing technology has a con- 
siderable impact on the minimum efficient size of manufacturing operations. 
Most forecasts about the gains to be made from the rapid increase in the size 
of our market seem to be based on the implicit assumption that the optimum 
size of plant needed to manufacture a given product is not likely to change 
much in the future. In fact, however, over the past century the optimum size 
of plants in a wide range of industries has been increasing steadily. This ex- 
plains why the improvement in Canadian relative costs noted above has not 
been nearly as striking as the growth in the absolute size of our market would 
lead one to expect, and why future gains in this direction should not be over- 
estimated. Moreover, the current surge of technological innovation will 
doubtless act to bring about even more rapid changes in the optimum size 
of plants in the future, although it is not by any means entirely clear whether 
it will favour larger or smaller scale operations. “Automation” is a much 
abused word, but it is considered broadly to consist of four main forms (a) 
automatic machinery; (b) integrated handling of materials; (c) automatic con- 
trol systems; (d) electronic computers and data-processing machines. 
Whether the changes caused by automation will be revolutionary or evolu- 
tionary is beside the point; what concerns us most is their effect upon the 
optimum size of plant in the future, and on the cost differential between 
Canada and the United States. 


Evidence of the,effect of these changes on optimum size of plant over 
the past few years is somewhat conflicting in nature. It is certainly true that 
much of the new machinery is expensive, and is only economic if it can be 
amortized over very long production runs. One instance cited was that of a 
company which manufactured television sets in both the United States and 


8See Edgar Weinberg in Monthly Labour Review for February, 1955, and referred to in Probable 
Effects of Increasing Mechanization in Industry. 
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Canada and used more or less traditional assembly line methods in both 
countries. However, an “automated” plant has now been built in the United 
States at a reported saving of $10 per set in assembly costs, but the machin- 
ery could not be used in Canada because of the much smaller demand here, 
(nor apparently would it be economically feasible even if the company were 
able to obtain a substantially larger share of the Canadian market). This is 
one instance where the size of the optimum plant may be growing faster than 
the size of our market, and there are certainly others, particularly in the elec- 
tronics industry. Of course, modern technology may also be working in 
favour of smaller scale operations. The study of the primary iron and steel 
industry‘ refers to new techniques in steel making such as oxygen converters, 
“sponge iron”, continuous casting, and planetary hot-strip mills, all of which 
could reduce the heavy capital costs of building new steel-making equip- 
ment. Dr. Vannevar Bush has some general comments which are relevant 
to this discussion: 
“If large manufacturing companies turn to automation in extreme 
form, they thereby not only make a market for small companies of 
this sort but they also increase their own rigidity and render it more 
possible for the small industrial unit to prosper by reason of its in- 
herent flexibility... Thus automation may have some effects that 
tend to increase the size and relative proportion of production of 
large units, but it also has important effects in just the other direc- 
tion”’.® 


Where the balance will be is difficult to say, but it is important to bear 
in mind that in the cost and productivity race Canadian industry will not be 
moving towards a stationary objective. For some products and at some times 
the minimum efficient size of plant will be growing more rapidly than the 
growth of Canadian demand. For other products the change in technology 
may reduce the optimum size of plants, while for still others no change may 
occur; in both of these latter cases the expansion of domestic demand will 
of course be fully reflected in the relative costs of Canadian producers. On 
balance, we believe that the net impact caused by the prospective growth of 
the Canadian market and technical change, will be to bring about further 
slow, if unspectacular, improvement in the relative cost position of our sec- 
ondary manufacturers. 


Related to this question of changes in manufacturing processes'is the 
probable shift in the composition of manufacturing output towards products 
which are increasingly complex and difficult to manufacture. This may in- 
crease the size of the market required to make their manufacture feasible 
in Canada. One recent instance is the trend towards automatic transmissions 
in automobiles; the standard transmission is manufactured in Canada, the 


4Op. cit., pp. 48-49. 
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automatic is not. Capital costs for the complex automatic transmission are 
high, and until there is agreement on a standardized design for all Canadian 
cars, it does not appear likely that the manufacture of it will be economic in 
Canada.* However, as we have noted, the history of manufacturing is full 
of examples of products which were first brought in in fully manufactured 
form, then were assembled in Canada mainly out of imported parts, and 
finally assembled out of parts manufactured largely in Canada. This process 
of innovation, together with accompanying technological changes, has in the 
past been uneven in its effects upon the relative position of Canadian and 
American manufacturers. Future innovations will doubtless follow a similar 
path, with cost differentials first widening and then narrowing as the Cana- 
dian market for the product develops. 


Another factor to be considered in gauging the effect of market growth 
upon our relative cost position is the structure of industry that is likely to 
develop in the future. For reasons which have been discussed earlier it would 
appear that in some secondary industries a somewhat artificial corporate 
structure has developed, patterned on the structure prevailing in the United 
States. This has led to an excessive number of producers attempting to share 
the small Canadian market. A continuation of this pattern would have ad- 
verse cost implications because it prevents economies of scale from being 
fully realized by individual producers. How important a factor this will be in 
the future is difficult to say. However, as business has become more compe- 
titive in both the United States and Canada there have been indications that 
marginal firms have found it increasingly unprofitable to stay in business. In 
our view, this competitive atmosphere will continue. It is therefore unlikely 
that Canadian costs will be as greatly affected in the future by the disecono- 
mies associated with both an excessive division of the domestic market and 
an unnecessary lack of specialization of production. This may mean in some 
instances that there will be fewer plants producing for the market than there 
are now; in others it might actually involve an increase, with each being 
specialized to a greater degree than at present. 


As we have suggested in Chapter 6, the Canadian climate, while on the 
average somewhat more rigorous than that of the United States, does not 
appear to be a significant cost handicap for most Canadian manufacturers 
apart from those in the building products industry. Although obviously the 
climate itself is unlikely to change much, the development of new winter 
building techniques may reduce its impact on the building products industry. 
Transportation and distribution costs were also found to have had little over- 
all effect on the relative costs of Canadian secondary industry, although be- 
cause the Canadian market is usually not large enough to permit the same 
degree of decentralization as in the United States, our producers are at some 
disadvantage on both coasts. On the other hand, Canadian producers have a 


8Hearings, Toronto, January 31, 1956, pp. 5607 and 5638. 
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freight advantage in the main central Canadian market, a situation which is 
unlikely to change in the future. It also seems unlikely that the growth in 
the size of the Canadian market will be large enough to permit appreciable 
decentralization of production and resultant economies in transportation 
costs to the two coasts, although there may be some slight gains in this 
respect. Among other sources of possible cost differences we reviewed earlier 
were costs of construction, financing, and taxes. In few industries were the 
first two items found to be far enough apart in Canada and the United 
States to have any appreciable impact on the over-all relative cost position; 
however corporation taxes are somewhat lower in Canada. Although it is 
hazardous to predict the future course of either bond interest rates or cor- 
poration taxes, there seems little reason for expecting that future develop- 
ments will diverge widely in the two countries. 


We have pointed out that higher manufacturing costs in Canada are in 
part due to the higher price of manufactured materials and machinery in this 
country. This is the result both of tariffs and of higher manufacturing costs 
of component parts. Although the assumptions on which projections about 
the future are based exclude tariff changes, the gains expected from longer 
runs and the pressures of domestic competition should bring about some 
relative reduction in the prices paid by Canadian industry for materials and 
equipment. We expect that a large number of complex parts and components 
which cannot be economically manufactured in Canada will continue to be 
imported from the parent or affiliated company in the United States on terms 
no less favourable than at present. We also expect that the fruits of foreign 
research will continue to be available to our producers at a comparatively 
low price. In the next quarter century such arrangements will be even more 
vital to the healthy growth of secondary industry than they have been in the 
recent past. This does not mean that Canadian industry will be absolved from 
having to carry out a good deal of independent research of its own, particu- 
larly in those areas where United States or other foreign designs must be 
adapted to our special needs, or where our industry is large enough or 
specialized enough to profit from original research. However, it would be 
unrealistic to expect that any general shift in the present dependence on 
imported research is either likely or would make good economic sense. Our 
projections about the growth of secondary industry are therefore based on 
the assumption that it will continue to be able to draw on external sources 
for much of its technological progress, new machinery and improved produc- 
tion methods. 


Finally, relative costs and productivity will continue to be affected by 
differences in the efficiency and attitudes of management and labour. There 
are clear indications that the enterprise and ability of Canadian management 
have been steadily improving, particularly over the past decade, and that 
some of the relative gains made by Canadian secondary industry may be due 
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as much to a catching up with American management techniques as to the 
growth in the Canadian market. It is not unreasonable to expect that further 
gains in this important area will occur as the Canadian economy grows and 
matures, and as the flow of management information back and forth across 
the border continues to increase. Canadian labour, while perhaps less ma- 
terialistic and driving than United States labour, otherwise appears not very 
different in skills, effort and attitudes. Having in mind the close links be- 
tween the two economies we would expect any small differences that now 
exist to narrow in the future. It was noted earlier that, given this approximate 
equality in labour effort, the 25% differential in wages has been an important 
factor enabling Canadian secondary industry to offset our productivity dis- 
advantages. Any future change in the disparity between over-all levels of 
wages will tend broadly to reflect relative changes in output per man in the 
two countries. As we have concluded that productivity in Canadian second- 
ary industry will continue to show some slight improvement relative to the 
rest of the economy (see Chapter 9), and also to its counterpart in the United 
States, we expect that any narrowing of the wage differential that occurs in 
this sector will tend to follow, but not entirely outweigh, improvements in 
the productivity and costs of Canadian secondary industry with respect to 
their American competitors. 


The discussion up to this point has centred around the factors which are 
likely to influence the competitive position of Canadian secondary industry 
in relation to United States imports. In competing with overseas countries 
the principal disadvantage of a number of labour-intensive, low-productivity 
Canadian industries will continue to be not volume of production but differ- 
ences in wages. As has already been pointed out Canadian output per man- 
hour in secondary industry, although lower than that of the United States, 
is substantially higher than that of overseas countries, a fact which enables 
most of our manufacturing industries to overcome the large wage disadvan- 
tage with those countries. Although the gap between North American and 
overseas wages has widened since the war, the more rapid rise in secondary 
manufacturing productivity in this country, based in large measure on high 
levels of research and capital investment, has caused the proportion of com- 
peting imports from low-wage countries to diminish. A reversal of these 
productivity trends appears unlikely, which means that the thrust of over- 
seas competition will increasingly affect commodities with a high labour 
content, which are not readily adaptable to mechanized techniques of pro- 
duction, and which are not sheltered from foreign competition by such forms 
of natural protection as high transportation costs, business and consumer 
preference for North American-type products, differing engineering stand- 
ards, speed of delivery and availability of servicing. At the same time, the 
march of technical progress will tend to leave few products untouched by 
mechanization because machine-made competing or substitute products will 
become relatively cheaper. In effect, labour-intensive products will constitute 
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a relatively less important part of the market for manufactured goods, and 
the Canadian manufacturers’ share of the market for labour-intensive pro- 
ducts will decline. 


These comments are, of course, more applicable to individual products, 
or related groups of products, than to entire industries as we have classified 
them in this study. The production of rubber footwear, for example, consti- 
tutes only about 10% of the activity of the rubber manufacturing industry; the 
rest of the industry has experienced a very healthy growth. While it may 
be regretted that changes in our industrial structure have to take place, with 
all their implications for the moving of people from place to place and from 
occupations for which they have been trained into others requiring new 
skills, it is part of the price that has to be paid for economic progress and 
continuing growth. National prosperity must be judged not from the point of 
view of one industry, but from that of the economy as a whole. In a very real 
sense the growing problems of the labour-intensive industries are a product 
of the dynamic nature of the Canadian economy and of the expansion of 
alternative industries. Wage levels will continue to be pulled upwards by 
those industries which raise the productivity of their labour force by the 
introduction of new machinery and manufacturing techniques. Industries 
which cannot use resources as productively, or in which employees will not 
accept relatively lower wages, will be forced to raise prices thereby exposing 
themselves to competition from countries with lower wage levels. The de- 
teriorating competitive position foreseen for the producers of a limited range 
of labour-intensive products is simply a reflection of the rapidly rising pro- 
ductivity expected for most Canadian secondary industries and indeed for 
the economy as a whole. 


Export Prospects 


A third and less important general factor which must be considered in 
assessing the future of our secondary manufacturing is the prospect for 
export markets. As we have noted, for secondary industry as a whole export 
markets have never been very significant in peacetime; in 1955 only 6% 
of the gross value of production of secondary industry was exported. Even 
for those few industries which have in the past been substantial exporters, 
the trend during recent years has been towards a greater dependence on the 
domestic market because the exchange difficulties of many former customers 
has led them to impose restrictions and to set up production facilities of their 
own. As exports are of relatively small importance in most secondary manu- 
facturing, and quite significant in two or three individual industries, we 
hesitate to generalize about prospective export trends for the group as a 
whole. Some discussion of exports on a product basis will be found in the 
Commission’s export study and there will be a few references in Chapter 9 
of this study to export prospects in those industries where they may be signi- 
ficant. If anything of a general nature can be said, however, it would have to 
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be that the exchange difficulties of our overseas customers will probably 
continue, and although possibly somewhat less severe than in the recent past, 
will not allow for a substantial increase in purchases of manufactures from 
Canada. Secondly, despite some progress there is little evidence that there 
will be a basic change in United States attitudes towards imports of manu- 
factured goods, and finally, most Canadian secondary industries will con- 
tinue to be high-cost producers relative to the United States, in large part 
because of inability to obtain access on reasonable terms to the United States 
market. 


This rather pessimistic general outlook is tempered somewhat by the 
prospects for particular commodities, and by the great growth prospects 
forecast for some of our secondary industries. In the normal course of events 
this might lead to unexpected export markets for Canadian manufactured 
products, as has frequently proved true in the past. It must not be forgotten, 
either, that if further processing of basic export commodities takes place in 
Canada it will tend to be reflected in exports of the secondary manufacturing 
sector. While it is unlikely that there will be a dramatic shift towards greater 
fabrication of such materials by Canadian secondary industry prior to ex- 
port, our projection allows for a small movement in this direction. Trans- 
lating this speculation into numbers we venture to predict exports of 
secondary manufactures of between $1,700 and $2,000 million (1953 dollars) 
in 1980, compared to about $750 million in 1953. This 1980 total would 
represent close to 5% of the forecast 1980 gross value of production of 
secondary industry compared with about 6% today; the proportion of such 
sales going to the United States could well be considerably higher than it is 
at present. Of course, were Canadian manufacturers to be permitted freer 
access to the United States market, thereby reducing their present cost handi- 
cap, the exports and production of secondary industry would materially 
increase. Furthermore, exports of manufactured goods would be increased 
if Canada should extend in the future a greater amount of aid on a gift or 
credit basis to under-developed countries or to military allies. While there 
is no way of measuring the potential scope of such aid, we have felt justified 
in making a small allowance for it in the export projection. 


Summary 


In reviewing the general factors which will influence the growth of our 
secondary manufacturing industry in the future, we have concluded that its 
dependence on the domestic market will continue to increase. Barring any 
radical easing of the commercial policy of the United States or overseas 
countries, export markets will show a further relative decline. At the same 
time, the absolute growth of the Canadian market will allow secondary in- 
dustry as a whole to make small improvements in its cost and productivity 
position relative to the United States, even though the optimum size of the 
average manufacturing plant in that country will probably continue to in- 


181 


182 


ROYAL COMMISSION ON CANADA’S ECONOMIC PROSPECTS 


crease. The intensified pace of technological change, in its effects on both 
new products and new processes, will further increase the importance of 
using the fruits of the latest research and of installing the most modern ma- 
chinery and capital equipment in secondary industry. We believe that import 
competition will become increasingly important in a declining number of 
industries and products in which operations cannot be readily mechanized. 
However, overseas competition is not expected to increase in the more tech- 
nically efficient, mass-production industries. On balance, we would expect 
some small decline in the import share of the market for all secondary manu- 
factured products in Canada, with the proportion of imports supplied by 
the United States and overseas countries not very different from the present. 
In summary, we believe that output of Canadian secondary manufacturing 
industry in 1980 will have grown by two and one quarter times from its 
1955 level, as compared to a growth of about 184% in Gross National Pro- 
duct, and will thus account for a slightly larger share of national output in 
that year. In the next chapter these forecasts are discussed in greater detail, 
but it might be pointed out here that this growth will be even larger should 
the G.N.P. increase be more than expected. 


PROSPECTS FOR INDIVIDUAL INDUSTRIES 
AND SPECIAL ASPECTS OF GROWTH 


THE PRECEDING chapter considered the general outlook for Canadian 
secondary industry and reviewed the factors likely to affect its growth. This 
chapter brings these general criteria down to an industry level, and provides 
some numerical guesses about output, productivity and employment for 
individual industries and for the sector as a whole. In addition there is a 
discussion of three other important aspects of secondary industry develop- 
ment—regional growth, capital investment, and requirements for skilled 
workers. It is perhaps unnecessary to reiterate that quantitative estimates of 
the size or shape of secondary industry in 1980 should be viewed with con- 
siderable scepticism. Short-term economic forecasting is a long way from 
being a science, and the record of long-term forecasting suggests that the 
one certain thing about such forecasts is that they will prove wrong. Never- 
theless, it is felt that the setting down of a series of numbers results in a 
somewhat more disciplined approach to forecasting than would otherwise 
be the case. If the numbers are not too significant, the process of arriving at 
them has required a considerable amount of speculation and discussion about 
the growth prospects of secondary industry in general and about the indivi- 
dual industries in particular. Enough of the forecasting process is shown so 
that anyone questioning the results may re-do the calculations with his own 
set of assumptions. 


The Forecast 


In summary, the output of Canadian secondary industry in 1980 as fore- 
seen by us will account for 23.3% of total output in the economy, slightly 
above the 1953 percentage of 21.8% and the 1955 proportion of 20.4%. With 
an anticipated annual rise in output per man-hour of close to 344% in second- 
ary industry, and with an assumed 18% decline in hours worked, employment 
would increase from 1.1 million persons in 1953 to about 1.9 million persons 
in 1980. This latter total, however, represents a slightly smaller share of the 
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1980 labour force, about 20% compared with 21% in 1953. These output and 
employment estimates indicate that secondary industry will continue to grow 
over the long run at a somewhat faster pace than the economy as a whole. 
It should however be noted that the figures suggested for 1980 are to be 
regarded as the middle of a range of possible figures, not as precise estimates. 
The detailed projections of output on an industry basis are contained in 
Table J, and of employment in Table K; both Tables will be found at the 
end of this chapter. The reasons for the choice of specific growth and produc- 
tivity assumptions follow in the text in the brief analysis of each industry’s 
outlook. 


Table J shows for each of the industry groups and important sub-groups 
listed in Appendix A, the gross value of production (G.V.P.) for 1953, the 
latest year for which complete statistics were available. To obtain the esti- 
mate of G.V.P. for 1980, the 1953 G.V.P. figure for each industry was mul- 
tiplied by an estimate of the expected increase in the industry’s output by 
1980. This growth factor, as it is called in the table, took account of estimates 
given in industry studies, in the submissions, and in the testimony at the 
hearings, but in the last analysis represented the judgment of the writers. The 
growth factor was also applied to the value-added and the Gross Domestic 
Product (G.D.P.) for each industry. With respect to value-added, this cal- 
culation will of course only be valid if the 1980 relationship between it and 
the G.V.P. is the same as it was in 1953. During the past 30 years the trend 
towards economy of materials and the increasing complexity of manufactur- 
ing processes has tended to increase the ratio of value-added to gross value. 
However, this trend has apparently been offset by increased shipments be- 
tween industries, and value-added throughout this period has in consequence 
remained relatively constant at slightly under 50% of G.V.P.1 Further 
changes in industry structure and in the inputs of labour, capital and ma- 
terials may be expected to occur, but there appears to be no reason for fore- 
casting any appreciable change in the future relationship between the two 
measures of output. Since the growth factor is in effect a net production index 
it would also appear reasonable to apply it to the 1953 G.D.P. figures to 
obtain G.D.P. estimates for individual industries in 1980. 


The total of these calculations for individual industries yielded the fore- 
cast volume of output for the secondary industry sector as a whole. Some 
allowance was made in the ‘“‘Miscellaneous Secondary Manufacturing” group 
for new industries not encompassed within the framework of the existing 
classification, or allowed for in the individual industry projections. The re- 
sults are summarized as follows: 


_1If, for example, a firm now purchases parts formerly made in its own industry from another industry, 
this leads to double-counting in the gross value of production (the parts are included in the gross output 
of both industries) but it does not alter the total value-added. 


PROSPECTS FOR INDIVIDUAL INDUSTRIES AND SPECIAL ASPECTS OF GROWTH 


Percentage2 
1953 1980 increase 
$ millio 

Gross Value of i ens 

Production ($ 1953) 0.0.0.0... $12,290 $40,725 231% 
Value-added ($ 1953) oo... $ 5,975 $19,650 229% 
Gross Domestic 

Product ($ 1949) ...... Fe eae $ 4,015 $12,900 221% 


The most satisfactory way of linking forecast secondary industry output 
to the total output foreseen for the economy is by a comparison of the G.D.P. 
for secondary industry and G.D.P. for the economy as a whole. This is sum- 
marized in the following table.® 


1953 1980 
($ 1949 millions) 
G.D.P.—secondary industry ......00..0......... $ 4,015 $12,900 
G.D.P.—total economy ............ccccccccccese $18,341 $55,3954 
Secondary industry G.D.P. 
—as proportion of total G.D.P............. 21.8% 23.3% 
—as proportion of G.D.P. 
(ex. rents and armed forces) ............. 23.2% 25.3% 


Table K provides estimates of employment in each group and important 
sub-group in secondary manufacturing for the years 1926, 1939, 1953 and 
the forecast for 1980. As explained earlier, there are two different methods 
of computing employment in secondary manufacturing industry, the Census 
of Industry series and the Labour Force data. The 1980 calculations for 
individual industries are derived from the Census of Industry figures; for 
purposes of comparison with other sectors a Labour Force total has been 
calculated on the assumption that it will remain at about 105% of the other 
employment figure. 


The 1980 projections are obtained by applying estimates of output, 
productivity and hours of work to the 1953 employment figures. The output 
forecasts contained in Table J will only yield corresponding increases in 
employment if hours of work and productivity (real output per man-hour) 
remain the same. It is therefore necessary to deflate the expected increase 
in output to allow for the projected annual increase in productivity over 
the period. As indicated earlier, current productivity data are not very trust- 
worthy in aggregate, and less so on an individual industry basis. Trends in 
the early postwar period are distorted by the readjustment to the peacetime 
economy and by strong inflationary pressures; the performance of the ’30’s 
is affected by the depression, and the statistical data, particularly the employ- 


*The variation in the results occurs because of the different weighting implicit in the three methods 
of measuring industry production. Many of the industries with a high growth factor have a relatively 
low G.D.P./G.V.P. ratio. 

A fuller description of the G.D.P. projections is contained in Output, Labour and Capital in the 
Canadian Economy. 

4This G.D.P. figure assumes 75,000 annual immigration and is based on an average of the two 
productivity assumptions for the private economy of 2.5% and 3.25% per annum compounded. 
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ment series, are suspect; 1926-29 is the only prewar period comparable to 
the past decade (and to our assumed full-employment future) and the statis- 
tics for that period have so many deficiencies that any conclusions about 
productivity based on the ’20’s cannot have much force. 


Our productivity assumptions have therefore been based on three 
sources, roughly in order of importance: 


(a) The performance of each industry since the war with particular 
importance attached to its record since 1949; 


(b) Guesses about future productivity in the studies and submis- 
sions; 


(c) The long term trends, 1926-1955. 


The productivity estimates are shown in the table as a per annum rate of 
increase; this rate is compounded for 27 years and the reciprocal used as 
the employment deflator. Needless to say, these productivity projections are 
little more than careful guesses, and should be used cautiously. 


In estimating the effects of changes in the work week we have followed 
the Commission forecast which predicts a decline in the hours worked in the 
private non-agricultural economy from 41.7 hours per week in 1953 to 34.3 
hours in 1980. Although obviously this 18% decline would not apply equally 
to all secondary industries, there seems to be no clear basis for forecasting 
any change in present differences between industries in weekly hours of 
work; the percentage reduction is therefore assumed to apply equally to all. 
The shorter work week requires more employees to achieve the same output; 
employment estimates obtained by projecting output and productivity as- 
sumptions are therefore increased by a factor of 1.216 (41.7 + 34.3). 


This approach yields estimates of 1980 employment in the various indus- 
tries which add up to 1,811,000 persons on a Census of Industry basis or 
1,907,000 persons on an equivalent Labour Force basis. Using the latter 
figure, employment in secondary manufacturing would be 19.8% of the pro- 
jected 1980 employed civilian labour force, roughly the same percentage as 
in 1955 but below the 20.8% share of total employment in 1953. As we have 
suggested, these figures are subject to considerable error, particularly with 
respect to the productivity aspects of the forecast. For example, if produc- 
tivity in the clothing industry were assumed to rise at 1% per annum instead 
of 2%, the calculations would indicate an employment figure for the industry 
some 60,000 higher than the 192,000 now forecast. Yet such a low rate of 
increase in productivity would not normally be consistent with a forecast 
of a reasonable increase in output; the clothing industry would be unable 
to compete for labour with higher-productivity industries without raising its 
prices. An increase in prices would adversely affect the demand for clothing 
and the share of the market obtained by Canadian manufacturers. 
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In the circumstances we incline to the view that growth of an industry, 
and possibly even its survival, will depend upon it attaining a level of annual 
productivity increase not very far below the rate achieved by the economy 
as a whole unless it is almost completely shielded from domestic or foreign 
competition by natural protection or by government policy. The pressures of 
competition, of course, tend to bring about such productivity increases by 
increasing the incentives to achieve a higher output per man-hour through 
mechanization. Moreover, those segments of an industry which can improve 
their productivity and competitive position by the use of new equipment and 
manufacturing techniques will be able to expand while the less dynamic seg- 
ments of the industry will tend to lose ground. For these two reasons we have 
assumed that, with the exception of shipbuilding, the minimum annual in- 
crease in productivity that any secondary industry as a whole will achieve is 
2%. 


If we have set a productivity floor it would seem equally logical to assume 
some kind of a ceiling on the amount of productivity increase that could be 
achieved by any one industry. Most industries will continue to produce some 
commodities which are not easily adaptable to mechanized manufacturing 
processes and which will pull down the industry average. In addition even 
the most technically advanced industries, such as oil refining and chemicals, 
find that economies in the use of production workers tend to be in part offset 
by a greater need for skilled clerical help for production programming—or 
even for guides to show the plant to admiring visitors! There has in fact 
been a continuing rise in the proportion of salaried employees in the past, 
and for this reason it has been assumed that the maximum rate, (applicable 
to the petroleum products industry) will be 5% per annum. 


The average rate of annual increase in productivity for secondary indus- 
try as a whole, derived from a summation of individual industry calculations, 
works out at about 3.2%. This is somewhat higher than the average of the 
high (3.25%) and low (2.5%) assumptions about productivity for the private 
non-agricultural economy which are used in the preparation of the Commis- 
sion’s G.N.P. forecasts. It is, however, consistent with them. Higher than 
average productivity in the extractive and manufacturing sectors offsets the 
lower rates characteristic of transportation, construction and the service in- 
dustries. The rate for secondary manufacturing also appears reasonable on 
the grounds that the greatest expansion will occur in the higher productivity 
industries; this change in the structure of secondary industry, as in the case 
of changes in the product-mix within an industry, will tend to raise the 
average rate of increase for the sector as a whole. 


Individual Industry Commentary 


The following notes are an attempt to summarize very briefly the reasons 
for the selection of output and productivity assumptions for the various in- 
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dustries given in Tables J and K. In view of the number of industries on the 
list, only very abbreviated comments are possible. It must however be con- 
fessed that brevity may in some instances indicate that little information is 
available on which to base projections. For purposes of establishing a stand- 
ard of comparison for individual industries, it might be noted that the percent- 
ages of growth forecast for population, G.N.P. and secondary manufacturing 
output between 1953 and 1980, are respectively 81%, 204%, and 231%. 


The following comments apply to industries as they are today. With 
boundaries between industries becoming increasingly blurred it may be very 
difficult in 1980 to distinguish between industries much as it is difficult today 
to decide whether the production of cellulose acetate forms a part of the 
chemical, textile or pulp and paper industry. Similarly firms now largely in 
one industry, such as railroad equipment, may be producing industrial ma- 
chinery or other iron and steel products by 1980. For this reason, but also 
because firms in an industry may grow at a different rate than that forecast 
for the industry as a whole, the analysis is not necessarily applicable to in- 
dividual firms. 


Bakery products 


Our forecast of a doubling of output assumes consumption linked more 
closely to population than to income, with items other than bread showing 
the highest gains and imports negligible. The productivity estimate of 242% 
is higher than recent Canadian experience, but below the estimated United 
States rate of 312% per annum for the 1949-53 period. 


Beverages 


Half of the industry’s output comes from breweries, one-quarter from 
distilleries and the balance from soft drink and wine producers. Demand for 
alcoholic beverages is mainly determined by adult consumption per capita 
and is expected to rise at a rate between that of the population and incomes. 
The Canadian share of the market is expected to increase slightly, but exports 
are not expected to rise as fast as G.N.P. If we allow for a somewhat faster 
rate of growth for non-alcoholic beverages, which are exclusively related to 
the domestic market, an increase of 175% in output for the group appears 
reasonable. Productivity gains in recent years have been high, according to 
our estimates over 5% per annum for the past six years. This has been a period 
of rapid modernization in many parts of the industry, notably the breweries. 
This is expected to continue, if perhaps not at the same pace, and the slightly 
lower rate of 412% per annum has been projected. 


Miscellaneous food products 


This group includes sugar refining, confectionery, and a wide range of 
manufactured food products such as baking powder and macaroni. Output 


PROSPECTS FOR INDIVIDUAL INDUSTRIES AND SPECIAL ASPECTS OF GROWTH 


is expected to rise at a rate between population and G.N.P., but in view of 
the heterogeneous mixture of products in this group no detailed analysis is 
possible. As for productivity, these industries are fairly capital-intensive, 
and a figure of 3% per annum has been used. 


Tobacco products 


Output is expected to increase about 150% as per capita consumption 
is still rising, in spite of the health issue, and there has been a long-run growth 
trend. Furthermore, the swing to finished cigarettes from cut tobacco is con- 
tinuing, which will tend to raise the industry’s value of production in rela- 
tion to total tobacco consumption. Output per man has risen at a very high 
rate during the post-war period, due to intensive mechanization; the rate in 
fact has rivalled that of petroleum refining—about 7% per annum. Despite 
this we feel that further spectacular gains in productivity will be more difficult 
to achieve (some of the recent gain presumably being due to use of idle 
capacity), and the rate selected is 4%. 


Rubber products 


The industry’s brief® estimates an increase in tire sales, which now com- 
prise about half of the industry’s production, of 4.2% per annum. Since the 
proportion of rubber products other than tires is constantly increasing, and 
the demand for these products as a group is rising faster than for tires, a rate 
of growth for the whole industry of 5% per annum appears reasonable (al- 
though somewhat lower than postwar experience). At the same time, the un- 
favourable outlook for domestic rubber footwear production indicates how 
prospects for a segment of an industry can differ widely from that of the 
balance of the industry. Nevertheless, allowance is made for some decline 
in the import share of the market for products other than footwear in the 
above growth rate, which suggests an over-all increase of 275% in the output 
of the industry as a whole by 1980. Productivity increases have been running 
about 4% to 5% per annum between 1949 and 1955; 4% is used in the 
projection. 


Leather products 


The most important segment of this industry is shoe manufacturing, and 
a rise in the per capita shoe consumption from two and a half pairs in 1956 
to three pairs in 1980 is forecast.* Accepting this, and allowing for a swing 
to the use of plastics and other leather substitutes in shoes as well as in other 
sections of the industry, an increase in output of 150% appears appropriate. 
As the industry is not optimistic about its ability to mechanize rapidly, despite 
recent gains we have used a productivity figure of 2% and have allowed for 
no change in the import share of the market. 


=Brief submitted to the Commission by the Rubber Association of Canada, pp. 10, 63-68. 
6Brief of Shoe Manufacturers Association and Hearings, Ottawa, March 1, 1956, p. 8033 et seq. 
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Textiles 


The study prepared for the Commission’ estimates that the Canadian 
market for domestic textile producers will increase at an annual rate of be- 
tween 3% to 314% per annum, on the basis of various assumptions about 
demand for clothing and other textile products as well as the share of the 
market which Canadian manufacturers will obtain. The average of the fore- 
casts represents an increase in output of 140% between 1953 and 1980. The 
industry’s submission suggests a somewhat comparable increase.* One of the 
firms in the industry estimated a doubling of current consumption by 1980, 
with the bulk of the increase occurring in synthetic fibres.® Taking these and 
other industry forecasts into account we believe that the 1980 market will 
be more than double present levels, but that inability to mechanize some 
labour-intensive processes rapidly enough to offset widening wage differen- 
tials with overseas countries will lead to some reduction in the share of the 
market held by the Canadian industry, even though the share of the market 
obtained by American imports may fall. The net increase in output is there- 
fore put at 100%, but as in other instances the outlook for individual products 
will vary widely, with the prospects for producers of synthetic fibres being 
considerably more favourable than for either the cotton or woollen sections 
of the industry. 


Increases in output per man-hour have been running at a rate slightly 
above 3% per annum since 1947. In view of the fact that much of the indus- 
try’s growth is expected to occur in synthetic fibres, the production of which 
is capital-intensive, we have used a productivity figure of 3% per annum. (The 
textile study is more conservative, suggesting 2%). 


Clothing 


Based on projections of income, population and family size, we estimate 
the demand for clothing at 214 to 2% times the present level (see reference 
in preceding section). The clothing industry, although labour-intensive, is by 
its nature somewhat less exposed to foreign competition than the primary 
textile industry, and the forecast increase in domestic output is slightly higher 
than that for primary textiles, 125%. On the other hand, the fact that the in- 
dustry is less susceptible to mechanization suggests that a fairly low produc- 
tivity figure is appropriate, and 2% has been used in the projection. These 
output and productivity estimates yield a total employment of 192,000 in 
1980 compared with 120,000 in 1953. 


Furniture 


Although expenditures on furniture are expected to increase at a rate 
not much below that of the G.N.P., the bulky nature of the product, involv- 


7Op. cit., pp. 92-94. 
8The Outlook for the Canadian Textile Industry. 
®Courtauld’s submission to Commission and Hearings, Montreal, February 20, 1956. 
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ing high costs of transportation, warehousing and distribution may tend to 
reduce the proportion of the final selling price accruing to the manufacturer. 
(Productivity in these services will increase at a slower rate than in manu- 
facturing). Factory output is therefore expected to increase by only perhaps 
a little more than 125%. Since it is a labour-intensive industry, without much 


prospect of rapid mechanization, the rate of productivity increase is set at 
2% per annum. 


Other wood products 


This group, which has been relatively slow-growing, comprises the man- 
ufacture of a wide range of wood products such as boxes, barrels, and mor- 
ticians’ goods. In many products wood is being replaced by plastics and other 
substitutes and a dynamic expansion of this industry cannot be foreseen. In 
fact, our growth and productivity assumptions are the same as for furniture, 
125% increase in output, and a 2% per annum rise in productivity. 


Secondary paper products 


The Canadian Pulp and Paper Association? forecast an increase in ton- 
nage of the order of 140% for papers used by the secondary paper products 
industry, while a company brief suggests that consumption of secondary 
paper products will triple.11 The bare tonnage figures do not allow for an 
increased manufacturing content, and the estimate of a 200% increase there- 
fore appears reasonable. Since this industry is fairly capital-intensive, and 
is susceptible to improvements in machinery and processing techniques, 3% 
per annum is considered a reasonable figure for the annual increase in pro- 
ductivity. 


Printing and publishing 


The industry has grown in the past at about the same rate as the G.N.P3 
and there is no reason for assuming any different rate of increase in future. 
Recent improvements in productivity have been of the order of 3% per an- 
num, and this figure is used in the projection. 


Agricultural machinery 


The Commission study forecasts a rate of increase in output somewhat 
below that of the G.N.P. on the basis of expected demand in Canada, United 
States and overseas countries. The submission of Massey-Harris-Ferguson 
Limited supports this conclusion, suggesting a 112% increase in output by 
1975. Farm output in North America is expected to rise at a slower rate 
than the G.N.P., and the rate of mechanization may slow down somewhat. 
Therefore the increase in output allowed for is 125%. Recent productivity 


10Submission of Canadian Pulp and Paper Association. 
Brief of Bathurst Power and Paper Company. 
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trends are obscure because of substantial underemployment of the industry’s 
facilities, but 3% appears to be not an unreasonable figure for this fairly 
mechanized industry. 


Industrial and household machinery 


The Commission study of industrial machinery forecasts an output in 
1980 of four to five times the present level, due to increasing use of machin- 
ery in production processes and to an expected acceleration in the rate of 
obsolescence. A small increase in share of the market is also anticipated. 
As the demand for household, office and store machinery is expected to rise 
at a rate not much faster than the G.N.P., the projected increase for the 
machinery sector as a whole is 325%. Since a substantial proportion of Cana- 
dian industrial machinery output consists of custom built machinery, labour 
content is fairly high, and productivity improvements will not be easy to 
achieve. Although household machinery production is more susceptible to 
mechanization, the over-all productivity rate has been set at the conservative 
figure of 2%. This might seem at first sight to contradict the main theme of 
this report, namely that high productivity and large increases in output are 
closely related. However, productivity gains in the American industry, the 
main source of competition, have also been relatively low; the forecast rate 
for Canada does not therefore mean that there will not be some improvement 
in the competitive position of the domestic industry. In addition, the impor- 
tance of designers and technicians familiar with Canadian conditions, of 
on-the-spot advice and parts, and of fast repairs and service, will tend to 
hold down the market share of overseas competitors despite an anticipated 
widening of wage differentials. 


Primary iron and Steel 


The Commission study of this industry suggests that Canadian steel con- 
sumption in 1980 will be somewhere between 14 and 18 million tons, and, 
assuming a continuation of the recent decline in the import share of the 
market, output might be of the order of 12 to 14 million tons, compared 
with 414 million tons in 1955. These figures are in line with the rate of 
growth in steel production over the past quarter century which was some- 
what higher than that of the G.N.P. However, the forecast in the study has 
been based on a lower estimate of 1980 G.N.P. than the median Commis- 
sion forecast. Taking this latter factor into account, and allowing for in- 
creased manufacturing content per ton through a greater concentration of 
output in more complex products, an over-all increase in the constant dollar 
value of net output of 300% appears reasonable. Recent increases in produc- 
tivity have been of the order of 3% but technological improvements now being 
introduced or in prospect suggest that a somewhat higher rate might be 
achieved. Consequently 312% per annum is used in the projection. 


PROSPECTS FOR INDIVIDUAL INDUSTRIES AND SPECIAL ASPECTS OF GROWTH 


Other iron and steel products 


The assessment of prospects for this important but heterogeneous group 
of industries, which includes the production of structural steel, iron castings, 
Sheet metal products, wire and boilers, presents some problems. Growth in 
the past eight years has been about the same as in the primary iron and steel] 
industry. However, a comparable increase in the share of the market is not 
expected, and we have therefore settled on an increase of 250% although 
there will be wide variations within the group. Most products are of a type 
suitable for mass-production techniques, and hence a 3% per annum increase 
in productivity would not appear out of line. 


Motor vehicles and parts 


The Commission study of the Canadian automotive industry forecasts 
that the annual number of automobiles manufactured in the five-year period 
1975-80 will average 130% higher than in 1955 , and the production of trucks 
about 150% above 1955. This will represent 2.4 persons per motor vehicle 
in 1980 compared with 4 persons in 1955. If allowance is made for a steady 
upgrading in the average quality of automobiles and trucks and for a higher 
content of Canadian parts, the projected increase of 175% is not unduly high. 
Recent productivity gains in the industry have been substantial. The study 
suggests, however, that this rate will not be maintained and that, depending 
upon the level of Canadian content, employment in the industry in 1980 will 
be somewhere between 80,000 and 95,000 persons. Our estimate is 85,000 
based on an annual rate of increase in productivity of 3%. 


Railway rolling stock 


Production of freight cars is expected to increase at about the rate pre- 
dicted for railroad revenues (75% by 1980). Current production of diesel 
locomotives may be abnormally high in terms of future demand, however, 
due to the replacement of steam locomotives by diesels, and the forecast 75% 
increase in output by 1980 may be optimistic. Some firms in the industry are 
shifting part of their facilities into the production of industrial machinery and 
other iron and steel products, and the rate of increase forecast does not allow 
for such diversification, although provision for it is made under other appro- 
priate industry groupings. Productivity has been rising in the industry with 
further mechanization, and as there is at present some excess capacity in the 
industry a rate of 212% was chosen. 


Shipbuilding 

This industry, like the aircraft industry, is based primarily on defence 
contracts, and its main civilian functions in future are likely to be the build- 
ing of ships for the Great Lakes and repair and maintenance. It is a labour- 
intensive industry with little apparent prospect of obtaining significant gains 
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in productivity from mechanization, and therefore it will tend to be at an 
increasing cost disadvantage relative to overseas countries. Output is some- 
what arbitrarily assumed to rise 50%, and an increase of 112% per annum is 
allowed for in productivity. 


Aircraft and parts 


The Canadian aircraft industry owes its continued existence to the de- 
mand for military aircraft, and its further growth will probably still be 
largely determined by future levels of Canadian defence expenditures. The 
size of the prospective domestic market for civilian aircraft is relatively 
small, although if by 1980 the small helicopter has begun to replace the 
automobile as the principal means of private conveyance, the industry’s 
growth may be entirely different than that pictured here. Although large 
orders have been obtained by Canadian producers from time to time, all 
governments are reluctant to place large orders for military or transport 
aircraft in other countries. Moreover, economies of scale are so important 
in this industry—and becoming more so—that the Canadian industry, be- 
cause of the relatively small domestic market, is likely to remain at a con- 
siderable competitive disadvantage. On the assumption that Canadian 
government defence expenditures in 1980 will be slightly less than double 
the 1953 level, but that the aircraft and guided missile share of these ex- 
penditures will rise, we have projected a 100% increase in output. Produc- 
tivity increases have been arbitrarily set at 22% per year—there is no way 
in which the past performance in productivity can be measured satisfac- 
torily because of wide fluctuations in output and the large amounts of pre- 
production expenditures required before a new model can be manufactured. 


Other transportation equipment 


This is a relatively small sector of secondary industry, much of it of a 
semi-handicraft nature; it includes small boats, the demand for which is 
rising rapidly. Output is estimated to triple, but productivity gains of only 
2% per annum are expected in view of the nature of the industry. 


Non-ferrous metal products (secondary) 


This industry group includes fabrication of metal products but not 
smelting and refining, which is classed as primary manufacturing. According 
to an industry estimate, the aluminum products industry is expected to in- 
crease fivefold by 1980. Since production of other non-ferrous metal pro- 
ducts taken together is expected to rise at the same rate as G.N.P., the group 
as a whole will show an increase of 275%. Although recent productivity gains 
have not been high, there is evidence that mechanization is increasing, and 
a rate of 3% per annum in productivity has been used. 
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Non-metallic mineral products (Secondary) 


The non-metallic group has been rather arbitrarily split between primary 
and secondary manufacturing, with the secondary sector composed largely 
of building products. Estimates of the growth in construction by the Com- 
mission staff and by those in the building products business suggest some- 
thing better than a doubling of present activity by 1980. Assuming that 
asbestos and glass products, which have other markets than construction, 
increase at a somewhat faster rate, the output increase for the group as a 
whole is estimated at 150%. Rates of productivity increase will vary widely 
between the industries in the group, which are both capital- and labour- 
intensive, and a 212% per annum increase has been selected. 


Electrical apparatus 


This industry grouping, which includes electronics, has experienced a 
very rapid growth since the war, about 10% per annum in output. The rate 
of growth is closely linked with consumption of electric power and sales of 
domestic appliances. The Commission’s energy study forecasts an increase 
of 7% per annum in power consumption which would mean better than a 
500% increase by 1980. Although the Commission studies of the electronics 
and electrical manufacturing industries support an expansion in industry 
output not very different from this, we have used the slightly more conserva- 
tive figure of 450%. Both estimates allow for a continued increase in the 
share of the market obtained by domestic producers. Exceptions to this are 
labour-intensive products not requiring Canadian design and service skills, 
such as some types of generating equipment, and a limited number of mass- 
produced commodities such as receiving tubes where new technical advances 
may increase the existing cost advantage in favour of the United States pro- 
ducer. The electrical manufacturing study suggests a figure of 3% for the rate 
of increase in output per employee, which allowing for the expected reduc- 
tion in hours worked is roughly equivalent to the 312% per annum used in 
the projection. Total employment in 1980, on the basis of these calculations, 
would be 203,000 against the study’s suggested 210,000, the largest in the 
secondary sector. 


Petroleum and coal products 


Oil refining is the important industry in this group, and output in 1980 
will be determined largely by domestic demand for gasoline, oil and other 
refinery products. The Commission’s energy study estimates the demand in 
1980 at about 314 times current consumption. Allowing for some upgrading 
of products manufactured—nhigher octane gasoline, more complex by- 
products, etc., and for a decline in the import share of the market, and con- 
sidering the 10% per annum increase in output since the war, it was felt that 
a somewhat higher rate was justified; an increase of 300% was allowed for 
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in the projection. Productivity gains in recent years have been very high— 
around 8% per annum—but for various reasons the Canadian industry had 
not been as advanced technologically as in the United States and some of 
these productivity gains were of a non-recurring nature. In the circumstances 
an annual rate of productivity increase of 5%, highest in the secondary in- 
dustry sector, was used. 


Chemicals (secondary) 


The 1980 output of the entire industry, primary and secondary, is fore- 
cast in the Commission study of the industry at six times output in 1955, 
underlining the importance of chemicals as a dynamic and technologically 
progressive industry. However, secondary chemicals are largely consumer 
products and have been growing at a slower rate than primary chemicals, 
and an increase of 400% is allowed for in the projection. The industry has an 
excellent productivity record based on continuing research and on mechan- 
ization. The recent rate of about 4% per annum is projected for the future. 


Miscellaneous manufacturing 


This group, which includes the output of such varied products as scien- 
tific equipment, sporting goods, electric signs, clocks, brooms and candles has 
shown a fairly rapid rate of expansion over the past few years, due as much 
to the accretion of new industries to the group as to the expansion of older 
industries. An output increase of 400% is forecast for these miscellaneous 
industries, which will in part cover new developments in manufacturing not 
provided for under individual industry headings. Since there are some handi- 
craft industries in the group, the rate of productivity increase is assumed to 
be 212% per annum. 


Summary 


It is apparent from this very brief review of industry prospects that there 
will be wide variations in the rates of growth of different industries and 
indeed in the output of individual products. The pattern of future develop- 
ment, not unnaturally, is expected to be much the same as in the recent past 
although the pace of technological advance may increase still further. In any 
event, the faster-growing industries will tend to be relatively capital-intensive 
and technologically complex and to be characterized by the development of 
new products, by a high rate of annual increase in productivity, by a rapidly 
growing demand for their products, and in general by an improvement in 
their share of the domestic market. Some of these industries, such as chem- 
icals and electrical equipment, in fact appear to have a special dynamic 
which will enable them to create new markets as well as new products and 
thereby to assure their own rapid growth. On the other hand, industries with 
a slower prospective rate of growth tend to be more labour-intensive and to 
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be characterized by lower rates of productivity gains which will expose them 
to increased foreign competition. However, for some industries which are 
expected to show a relative decline, such as agricultural implements, a stable 
or declining relative demand for their products may be more important than 
a declining share of the domestic market. More detailed forecasts of markets 


and sales of various secondary industries will be found in other Commission 
publications. 


Regional Growth 


As already noted, about 87% of Canadian secondary industry is concen- 
trated in Ontario and Quebec, and almost all of it in a narrow, 600-mile long 
strip of land running from Quebec and Sherbrooke on the northeast to Wind- 
sor and Sarnia on the southwest. Moreover, there has been little change in 
the extent of this concentration, at least in this century. While we have heard 
much about decentralization of manufacuring during recent years, it would 
appear that most of it consists of plants moving from downtown Toronto to 
Scarborough or to Barrie, and from Montreal to Pointe Claire or to Corn- 
wall, rather than a shift out of the main industrial regions of the central 
provinces. In the course of the preparation of this study, and of related 
Studies, there has not been time to take more than a superficial look at the 
future regional pattern of secondary industry’s growth. However, the hear- 
ings, the briefs, the studies and the judgments of most observers suggest that 
little change will occur in the location of manufacturing industry and that any 
change which does take place will be towards a greater degree of concentra- 
tion, rather than the reverse. 


In the first place, secondary industries will continue to be market- 
oriented, and located as close as possible to the centre of the Canadian 
market. In 1956 the proportion of the population in Ontario and Quebec 
was about 62.3% and by 1980 it is expected to exceed 65%. Population growth 
and industrial growth will of course reinforce each other in the years ahead. 
Secondly, the supply of skilled labour will be an increasingly important factor 
determining the location of industrial growth. There is some evidence that 
this factor is contributing to the agglomerative process by which the metro- 
politan areas of Toronto and Montreal are growing at a rate much faster 
than the country as a whole, and faster even than the central provinces in 
which they are located. These areas have available supplies of almost all the 
types of skilled labour required by modern industry and also tend to attract 
additional manpower which will provide the main sources of industrial skills 
in the future. These areas also tend to be the headquarters for most of the 
firms supplying specialist engineering and technical services. As the need for 
skilled labour and advisory services grows so will the attractiveness of the 
large metropolitan areas for the manufacturer, despite such offsetting disad- 
vantages as higher wages and traffic congestion. 
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The location of Canadian secondary industry will also be affected by the 
continuing links between it and industry in the United States. Many Cana- 
dian manufacturers, dependent upon their United States parent or affiliate 
for a supply of parts or for management and technical consultation, will con- 
tinue to prefer southern Ontario and Quebec because of their nearness to the 
principal industrial centres of the United States. Moreover, once a firm is 
well established in an area (usually for sound economic reasons) not only is 
future expansion of the company more likely to occur there than elsewhere, 
but other companies in the same industry are attracted to the area. The loca- 
tional pattern of most Canadian secondary industries, in fact, appears now 
to be fairly well established, and although the growth of regional markets 
may permit some increase in decentralization the prospective Canadian mar- 
Ket will not be large enough to permit the hiving off of industry to the same 
extent as that which has already occurred in the United States. 


An examination of the growth prospects of a few of the more important 
secondary industries tends to support these general impressions. For example 
the Commission study of the automotive industry suggests that future ex- 
pansion will occur largely or entirely at present locations. The study of elec- 
trical manufacturing also states that any change from the present pattern of 
concentration in Ontario and Quebec in future is unlikely. Similarly the 
agricultural machinery study suggests that further expansion of that industry 
will take place at existing plants. The study of the primary iron and steel 
industry also supports the view that much of the expansion in prospect over 
the next 25 years is likely to take place at established plants or in the Mont- 
real area. However, in this industry technological changes which make pos- 
sible smaller scale operations may permit the development of an integrated 
steel industry in British Columbia and possibly on the Prairies. The presi- 
dent of a large chemical firm,1” after noting that the chemical industry is now 
heavily market-oriented and is concentrated almost entirely in Ontario and 
Quebec, also predicted that new chemical plants may tend to be more widely 
dispersed across Canada. However, he believed that the dispersion will be 
associated largely with natural resources development and with heavy chemi- 
cals—products which, by our classification, fall mainly into the category of 
primary manufacturing industry. 


For products with high transportation costs relative to value and in Which 
economies of scale are less important—those essentially local industries such 
as bakeries, breweries, and oil refineries—future expansion can be expected 
to continue to reflect population distribution. In a similar position are some 
of the secondary industries of British Columbia, which are protected to a 
degree from eastern Canadian competition by distance and transportation 
costs. One would therefore expect to see a considerable growth of secondary 


12Hearings, Montreal, February 23, 1956, pp. 7096-99. 
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industry in the Vancouver area, particularly in view of the very rapid increase 
in population forecast for the province. It is difficult to be as optimistic about 
the prospects for secondary industry in the Prairies and the Maritimes, in 
view of the expected slower rate of population growth in those regions, and 
their comparative proximity to Ontario and Quebec manufacturers. Excep- 
tions to this trend of course, will be regional manufacturing specialties and 
those secondary industries dependent upon and located close to the supply 
of a natural resource; for example, Edmonton will gain from the expansion 
of secondary industries linked to oil and gas. 


Capital Investment 


There are few estimates in the studies or the briefs of the amount of 
capital investment that will be required by secondary industry over the next 
quarter century. The very tentative figures for investment suggested here are 
based essentially on the theme running throughout this study, that high pro- 
ductivity industries will tend to be the fastest-growing and that productivity 
gains are mainly obtained from the introduction of better machinery and 
equipment. Indeed, for those industries which are not shielded from foreign 
competition, large and continuing capital expenditures seem almost a condi- 
tion of survival. We therefore conclude that total machinery and equipment 
expenditures for the sector will rise at a faster rate than output, as each in- 
dustry becomes more capital-intensive and as the industry structure changes 
to give greater weight to the more capital-intensive industries. Expenditures 
on buildings, however, are not expected to rise as rapidly as on machinery 
due to a much slower rate of obsolescence. The Commission study Output, 
Labour and Capital in the Canadian Economy suggests that although total 
Canadian expenditures on machinery and equipment will rise by 280% be- 
tween 1955 and 1980, expenditures on business structures in 1980 will only 
be 120% higher than they were in 1955. The combined increase forecast is 
205%, compared with a rise of 184% in the G.N.P. for the same period 


The ratio between capital expenditure and output of secondary industry 
over the past eight years seems to support the conclusion of a trend towards 
a higher investment-output ratio, although the period is too short for much 
weight to be given to the figures. As already noted, in the four years 1948-51 
new capital expenditures were 4.2% of output; in 1952-55 the percentage had 
risen to 4.9 and in 1956 appears to have risen even more. In 1953-55 aver- 
age capital expenditures for the secondary industry sector, including an 
allowance for capital items charged to operating expenses, amounted to 
about $580 million. If the capital expenditure for each industry is projected 
forward to 1980 on the basis of the estimated growth factor for that industry 
(see Table L), the 1980 group total would be close to $2,100 million. This 
figure is 5.1% of projected 1980 output of $40.7 billion; it represents an 
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increase of 257% from the 1953-55 average, compared with a 231% increase 
in output of secondary industry between 1953 and 1980. 


This method of calculation allows for the shift expected in the industrial 
structure; it may not make adequate provision for increased capital-intensity 
within each industry. However, the result of the calculation includes con- 
struction as well as machinery and equipment, and the much slower rise 
anticipated for construction expenditures would serve in part to offset a 
higher rate of expenditure for machinery and equipment. Moreover, there 
will undoubtedly be gains in the efficiency of capital; with greater volume of 
output and improved techniques a given amount of investment will produce 
more in 1980 than it does today. On the other hand machinery may have 
a shorter life, with more of it consumed in the productive process. It is im- 
possible for us properly to evaluate and weigh all these conflicting factors, 
and the projection based on output seems as good a guess as can be made 
in the circumstances. Using this $2,100 million figure as the estimate for 
capital investment in secondary industry in 1980, the total of such expendi- 
ture between 1956 and 1980 would approximate $33 to $34 billion. If, as 
during recent years, not far short of three-quarters of new capital expendi- 
tures are financed internally out of profits or depreciation reserves, the net 
new outside capital required over the period would be of the order of $10 
billion. 


Requirement for Skilled Manpower 


The mechanization and growing capital-intensity which will accompany 
the expansion of secondary industry, together with the increasing complexity 
of machinery and of the electronic devices which regulate it, inevitably will 
result in a continuing rise in the demand for labour with specialized skills 
and for trained management personnel. The progress made by industry will 
increasingly depend on the application of scientific advances to new products 
and production methods, which in turn involves an increasing proportion of 
administrators, scientists, engineers, technicians and skilled tradesmen in the 
labour force. This trend has been apparent for some time; in the 20 years 
between 1931 and 1951, the skilled worker component of the labour force 
increased from 10.3% to 14.2%. The exact proportion in future cannot of 
course be accurately foreseen as production processes and labour and man- 
agement skills are to some degree adaptable to shortages and surpluses of the 
various factors of production. 


Although there has been little evidence that shortages of skilled labour 
and management have yet interfered greatly with production (shortages of 
many things appear in periods of prosperity) the testimony at the hearings, 
and the views expressed in the industry studies and in the briefs, indicates 
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a growing apprehension about the future supply of trained persons. Much of 
the concern is for the next five or ten years rather than for the long run. 
Annual additions to the labour force in this period will be relatively low, 
reflecting the low birth rates of the prewar and early war periods. University 
graduations are not expected to increase much over this period for the same 
reason, although more people of the university age group are receiving pro- 
fessional training. The rate of immigration of skilled workers is expected to 
fall sharply; although immigration of professional workers may remain at 
present levels, emigration of these is expected to increase.12 


How severe such a shortage will be will depend largely on the measures 
taken to alleviate it on both sides of the supply-demand equation. There 
have been some suggestions that industry has not been making the best use 
of its skilled people, particularly its engineers. The president of Canadian 
General Electric stated at the hearings:14 


“T think we have tended to dissipate much of the energies of techni- 
cal people by having them in abundance and using them to do a 
great deal of clerical and routine jobs rather than to relieve them 
of that and give them laboratory and technical assistance”. 


It has also been suggested that lower pay and the comparative lack of re- 
search in Canada makes employment in the United States more attractive and 
rewarding for executives as well as for technical personnel. In addition, there 
are grounds for believing that industry’s training programmes to develop 
skilled workers and future managers are inadequate in some respects and that 
businesses have not given financial assistance to the universities and technical 
colleges on a scale generous enough to enable them to expand their facilities 
to the extent required. One source states that in relation to income, grants 
by Canadian corporations to education are very much smaller than in the 
United States. 


It is evident that secondary industry and the Canadian business commu- 
nity generally can contribute to a solution of the problem of skilled labour 
shortages. As secondary industry will be increasingly dependent upon a 
higher proportion of skilled labour, its rate of growth cannot be considered 
apart from the supply of managers, engineers and skilled technicians. For 
the purpose of our forecasts, however, we have assumed that industry, edu- 
cators and governments will take the steps necessary to avoid a shortage of 
trained manpower serious enough to impede the anticipated growth of sec- 
ondary industry. 


148A more detailed analysis of demand and supply considerations is given in the report prepared for 
the Commission on Skilled and Professional Manpower in Canada 1945-1965. 


14H earings, Toronto, February 15, p. 5737. 
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FORECAST OF 


OUTPUT OF SECONDARY INDUSTRY IN 1980 


Gross value of 


Industry groupinga 


(1953 $ million) 


production 


Value-addede 
(1953 $ million) 


Table J 


Gross Domestic 
Producte 
(1949 $ million) 


1953 
1. Bakery products.... $354 
De Beverages eerie 443 
3. Miscellaneous foods 
(secondary).:...... 509 
4. Tobacco and tobacco 
Products. s-eeerieer 214 
5. Rubber products.... Do 
6. Leather products.... VDD 
die LEXtiless a... <emeraere 701 
8. Clothing, incl. 
knitting mills....... 858 
O), LEWEMIUIIDS Ga oo ooo uc 232 
10. Other wood products 
(Secondary). / 
11. Paper products 
(secondary) =. ssn 389 
12. Printing, 
publishing, etc...... 544 
13. Agricultural 
inpleMentSce. ete 171 
14. Industrial machinery 
(incl. household etc.). 385 
15. Primary iron and 
Steels tase eee 459 
16. Other iron and steel 
PLOGUCIS).... 1 moma 1,083 
17. Motor vehicles and 
PALtSiacc wok, eect 1,143 
18. Railway rolling stock | 338 
19. Shipbuilding....... 183 
20. Aircraft and parts... 399 
21. Other transportation 
CQUIPMENt yee eee 26 
22. Non-ferrous metals 
(Secondary) rane SiHil 
23. Non-metallic minerals 
(Secondary) mewiene 300 
24. Electrical apparatus 
ANGESUPPlicSeeyrs rie 848 
25. Petroleum and coal 
PLOCGUCIS ORE ieee arte 8236 
26. Chemicals (secondary) 625 
27. Miscellaneous secon- 
dary manufacturing.. 261 
28. G.D.P. adjustment 
ROP IRIS. GWE, 55.6 6 Gc — 
29. Total, secondary 
manufacturing 
industriess eee $12,288 
30. Total, all 
manufacturing 
(primary and 
SECOndaLY) pean $17,785 


See following page for notes. 


Growth Forecast 


Factord 1980f 1953 
$ 200 $ 700 $ 180 
DiS 1,200 299 
250 Das 162 
250 525 TS 
375 1,100 173 
250 550 104 
200 1,400 299 
225 1,925 415 
225 525) 122 
D5 250 50 
300 IIS) 167 
300 1,625 364 
225 400 79 
425 1,650 239 
400 1,825 217 
350 3,800 606 
275 3,150 415 
175 600 154 
150 275 116 
200 800 261 
300 WS 16 
375 1,400 148 
250 750 174 
550 4,675 458 
4006 4,650b iP 
500 Bnl25 315 
500 1,300 155 
331 $40,725 


324e $57,700 


1980f 


$ 350 
825 


400 


200 
650 


250 
600 


950 
275 


125 


500 
1,100 
175 
1,025 
875 


2125 


Ibit a 
275 
175 
525 


50} 


$539 DEO 325 


1953 


$ 90 
183 


90 


44 
81 


90 
241 


299 
84 


68 


87 
209 
46 
106 
151 


356 


800 


91 
132 
Si 


OS 
193 


107 
35 


19808 


$ 175 
500 


22) 


100 
300 


225 
475 


675 
200 


150 


275 
625 
100 
450 
600 


1,250 


1,875 


$4,015 $12,900 


$7,993 $25,900¢ $5,212 $16,600 


PROSPECTS FOR INDIVIDUAL INDUSTRIES AND SPECIAL ASPECTS OF GROWTH 


NOTES TO TABLE J 


a This division follows the D.B.S. classification used in the General Review of the Manufacturing 


Industries of Canada, but excludes those industries which for purposes of this study are classed 
as “Primary Manufacturing”. 


b The growth factor of 400 was applied to the 1955 Gross Value of Production of petroleum and 
coal products, as D.B.S. reports a Significant underestimation in the reporting of G.V.P. prior to 
1954, If 1953 had been used as the base the growth factor would have been 560. 


c Explained in Commission Study Output, Labour and Capital in the Canadian Economy. 


d Growth factor is a forecast of the size of the industry’s output in 1980 relative to output in 1953. 


It is arrived at by consideration of the forecasts provided in industry studies and briefs and the 
other Commission studies and forecasts, 


€ Value-added and G.D.P. in 1980 were assumed to bear the same relationship to G.V.P. as now. 
f All projections are rounded to nearest $25 million. 
g Our estimate for primary manufacturing. 
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Table L 


CAPITAL INVESTMENT IN SECONDARY MANUFACTURING 
INDUSTRY? 1948, 1953-55, AND FORECAST 1980 


Bakery products............-- 
Beverages. 2... .<c0csseene- es 
Tobacco and tobacco products. 
Rubber products............. 
Leather products.......:....- 


Mextilesant as cre sere eee 
Glothing fees ere 
Purnituresmie meine illo rerkonener 
Printing, publishing, etc....... 
Agricultural implements....... 


Industrial machinery.......... 
Primary iron and steel........ 
Motor vehicles and parts...... 
Railway rolling stock......... 
Shipbuilding yo. ee rr erie 


AircratviancapatS erst erecer 
Non-ferrous metals (secondary). 
Electrical apparatus and 
GUE, sdosoasgacoocsocd 
Petroleum and coal products... 
Chemicals (secondary)........ 


Total selected secondary....... 
Residue — miscellaneous...... 


Sub-total secondary 
Manulacturingeae ere 

Capital items charged to 
operating expensesf........ 


Grand total, sec. mfg...... 


Total, primary mfg.g...... 
Total manufacturingh..... 


Secondary mfg. as % of 
[Revell inns cigs oo ASU O Oo oOc 


WW 


SECS CO ONO Oe eau ae 


— 
oun Wo CNOWWN NEPUBW ANN 


nN — 
CAN D 
as 


276.9 
68.3 


345.2¢ 


34.5 
$379.7 


196.3 
576.0 


65.9 


19536 
$ 15.2 


— 
a 
° 


Re N 
PADS was 


— 
no HNO OW UROL R NACA HKY 


Ny oo W — Ne 
WWA NN WON SO 
fay, 


_ 
pS 
\O 


548.4¢ 


54.8 
$603.2 


360.1 
963.3 


62.6 


— 


N 
ANN NAN 


N 


WIENS Os 


WwW 
Ob Une BO DUMWO OCWWUwWw WNON 


QO. 


- 
corm NON 


503.3¢ 


50.3 
$553.6 


268.5 
822.1 


67.3 


1955b 
$ 15.0 


—_ WwW 
NARS 
N 


nN 
mn OD NORWUO PHONO WEA 


WwW N 
NY 25 NADRS NARNOH 


— 
Q 


529.0¢ 


55.9 
$584.9 


361.6 
946.5 


61.8 


a Investment is defined as new investment in construction and machinery. 


b Information supplied by Trade and Commerce, Economics Branch. Data different from material 
in the Outlook Series for various reasons such as omissions and double counting. 


c Forecast output in 1980 relative to output in 1953. See Table J. 
d Bicycles, boats and canoes, carriages and wagons are included but magnitudes are very minor. 


e In 1948-54 inclusive it was necessary to put Fine paper mills in with Pulp mills (primary); and in 
the Wood products group, Sash and door mills were included in with Planing mills, also Primary 


manufacturing. 


{ The “‘Capital items charged to operating expenses 
Series for all groups in Manufacturing. A differen 


increased the forecast Secondary Manufacturing total by 10%. 
g Primary manufacturing is obtained by subtracting Secondary manufacturing from the total. 
h Includes the 10% allowance for Capital items, see (f) above. 


k This group covers a larger group of industries than the Miscellaneous in Table J; the 500 growth 
factor in the table has been reduced to 400 to allow for the lower growth rates projected in the 


additional industries. 


1980 Forecast 
1953-55 
average 

Growth x growth 
factore factor 


200 $30 
ALS) 78 
250 9 
375 59 
250 7 
200 55 
225 25 
225 13 
300 70 
225 7 
425 71 
400 156 
275 146 
175 12 
150 4 
200 21 
375 34 
550 178 
400 380 
500 128 
348 1,481 
400k 404 
360 1,885 
— 189 
360 $2,074 


” ig an arbitrary 10% of the total in the Outlook 
t method was used in 1955 but we havé simply 
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STATISTICAL APPENDIX 


Table 1 
CANADIAN POPULATION GROWTH 1867-1956 
(thousands) 
Population Growth Per cent Net 
Period at end of of increase Immigration Emigration immigration 
period population 
LS Oy/ aerate 3,499 
USGSoi lance 3,689 190 5.33 84 87 — 3 
1372-81 eee... 4,325 636 ie? 363 385 — 22 
882-9 eee 4,833 508 lea, 920 1,007 — 87 
1892-19010e... Sell! 538 Vitel 313 382 — 69 
LOO DS TIER eee 7,207 1,836 34.2 1,920 1,166 754 
IGID D1 eae 8,788 1,581 21.9 1,473 1,306 167 
102223 ts. 10,377 1,589 18.1 1,166 929 237 
O30 E4 teres cc 11,507 1,130 10.9 140 224 — 84 
OAD eSileen hese te 14,009 2,502 Oley 676 462 214 
NO SD25 Ohno WN 16,081 PON 14.8 762 199 563 


Source: Population and immigration data from Canada Year Book. 
Emigration figures estimated by Dr. O. J. Firestone prior to 1921, derived by residual methods 
thereafter. 


Table 2 


REAL GROSS NATIONAL PRODUCT, TOTAL AND PER CAPITA 
FOR SELECTED YEARS 


(1935-39 dollars) 


Total Per capita 


($ million) $ 

RSet Al eee a 194 
om Ose. MeL eG A RO ee eae GROEN (oa ean 1,868 349 
LOE NOE RIO de ns ee oe 3°512 404 
10) NEE TER OE cies en a 5,337 527 
AONE ee Roe. RS ee eee eae aan Sete 3.772 353 
TORE gs 2 2 Pik tke tec ie Uhh ae ire: Mp (avian mare eRe e 5,664 500 
Osseo eee, hele Be) ee es 9.315 764 
LOOM Ry SEE AO Gee ee te ok ee ye oh, | 9.722 723 
Os eae an a ee ee 12/866 825 


Note: Unadjusted estimates for 1870 to 1920 are from Dr. O. J. Firestone, Canada’s Economic Develop- 


ment, 1867-1952. Official estimates for 1929 to 1955. 211 
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Table 10 
1953 
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1949 1950 1951 


1944 1946 1947 1948 


1941 


1939 
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PERCENTAGE DISTRIBUTION OF EMPLOYMENT AS SHOWN IN TABLE 9 


fe fee 
eee 


RE aD 
aiieieive|lelels/siere 


Total secondary manufacturing..... 
Other secondary wood products........... 
Industrial machinery. . 

Primary iron and steel. . 


Secondary paper products........... 
Agricultural implements. . . 


Miscellaneous foods and beverages. . ers 
Printing, publishing, etc. . 


Bakery products. . 
Tobacco producis. 
Rubber products... 
Leather products. . 
Mextilesmeee 


Beverages. 
Clothing. . 
Furniture. . 


STATISTICAL APPENDIX 


mMSDOOM NEON 
Stas Annan 


SESS NOS \0 Ff 00 10 1) 
Sumndas Ar asain 


Yoornn CDOMNS 
Sumnans ASA 


Yost nos COADMO SI 
Sunnac NON aAN 


SNANaS mamona 
Sumas ASdaaNd 


QDANtEANT 09 41 \0 10 HD) 
At~nand ASonaan 


CONRAM HAOWNAH 
AFNNSS ASdnna 


1 ARATIt AQ 
NAFNNHO NONaAN 


CORON OES Set ANNAN 
Atanas anadaad 


AMOMAN AQKREAANA 
NENOES agen 


MOCwNM AMONSA 
SuMdns ATA SOS 


ALTHO SN MO+n ee 
CEMOSDS ATASKMA 


ON so ea NNMNOnn 
Kato (ex) aaadaan 


Saal (GS [Sal al Vee ANNTOM 
ayo So Aataaaa 


MMnStN | oo am tHAOO 
Sonne Aanaaan 


oe 


Sen eie eneliene 


: : Cee 
ey 

. . oO ef ee 
. Ce l*memiSTee sea ae Rees (Sgr '¢! 0 ® 
4 i eta aoe be ie Greens 
ee heats Om 6 Fa s 
5 oe 6 6 te a 
$i:::2 ghou oh 
ee oe oe = 
S@ oo ts Bo ene 3 = 
ees eS: qaao .9 
(ay, Get o Ff Hw 1 

eet aes Soe Q 4 
aa Sia Oe Tey Oo Se oa 
S23 Om oO Pao. sa 
wp oy “aA'S ordgoVUs 
Geet Oy es Ole eee 
mn . SE asS&ng 5 an 
evs Oo oa, gas wo 
SOR Poe 8948306 8 
BSesss plisep? gs 
OevFrOSs Vaeegva wf 
He pmereh 8 CD) ) isch doi 
sao eae neig’) (e| @ehi= of 
HOBO Shoe 8 15 
Soe 2Pe SQsegals 
r Sask one Le Qs } 219 
COZMALO NHAZAnS IG 


ROYAL COMMISSION ON CANADA’S ECONOMIC PROSPECTS 


O'00I O'OOT OOO! ODOT 
Dyes TLE 8 Pen Se 
cel OFrl “lth Uri 
Ver 992 v9 O'S 
U8t S8t 86C S6C 
Oe SESE “VS ‘6s 
pierce 66. Pll 


SS6l PSI €S6I 7S6I 
LL 31aVL NI NMOHS SV YOLDES Ad AWODNI IVWNOILVN JO NOILNGILSIC 


ZT PBL 


8EL‘07 80881 
809°L 6LO‘L 
8r8‘T £97 
pryt SE€zil 
LS6S 9TH'S 
pst I OLOT 
L7OT = 89€°T 


ss6l = WS 6 


TT e4eL 


O00! OOO! OOO! ODOT OOO! OOO! O'OOT O'OOI OOO! OOO O'OOI OOOT 
SOE? GOCE U6OES C67 SVOET SCENT BEDIOSE STO TOR: (OSE S9F 
Scl  Grie OSie ery Sie eri 60 Ofl SEL PPh cil Pa 
OS Go Spe See 1S Sy ees MH GC: Ot rey US (OD) SY 

TOE) Oe Gioce SOte LOET e8c° Poe | COE 99C 8 ce. VVC. CIC 
SO SCO Ge OBS 19 BP rT OLS to" CO 8S 

PEL WAL Sel StI Sel Ol OE 96, 2H- of Fel 8sl 


IS6l OS6Il 6P6L 8Pr6l LH6Il OP6I PHOT IP6I G€6l CE6T G676I YC6l 


‘IL e1qey :aounos 


Bee Heo Ou (8 | 
27" * "S$I9q}JO PUB SIDTAIOG 
any 0:2 § 
sesso © eYOTIONISUO7) 
Bate etekenatene ‘ SuLNjoRjnuey] 
"7" * *SOLISNpUl sdINOSOY 
CS OOOO GGA CANT (HY (Na) Gr Nf 


JOV INA Ad 


*SONSSI SNOIIVA ‘asnjipuadxy puv aumoouy ‘sjunozap [BDUOIIDN :AOUNOS 


ELSI OZER BELLI OSS*PI POI‘EL O9S‘ZI S86°OI 1786 9786 €95°9 ELE‘ THT 68L'P 
$s9‘9 ZHI'9 «PLUS «ery «PLO SOLE SECE ZENE O9L'E OSE LLS‘I 6ZIT 8I8T 
8Z9'Z BLS'Z POET OCEGI'T «SBOE «=OOBT «=OPSOT «CLIT SLOT £68 06S PSE O09 
PST L SCOT. 98 608 OLL 7389 ZLS Ofh @ S8C > FSC. fF StL, 69 067 
2769'S 96€°S 8SI‘S ILbh ZOE ESE OLEE BLT OBC ESOT HOTT GSS SLIT 
SCOT O60°T O9T'T S06 } ¥2L CLE 1v9.. - 0092—> 69P— Ch = ZSe. -FSE  .S6C 
988'T S60°% 967°C G6OL'T €69°I SOLE ‘OKT OLZI Lee 1€9 ZIS L8I 18S 


€S6l 7S6I IS6I OS6I 6h6l 8r6I Lr6l 9P6T PHOT IPO G€6I LE6I 66 


(sipyjop qzuasina fo suoyjiw) 


S8Iv 
Trs‘T 
LOS 
107 
vI6 
VET 
88L 


961 


Feeeeeeeee ee TBIOT 
"*****$19Y}0 PU SIDIAIOS 
beteeeeee teen ees sgppry 
Re -- yononnsuo> 
weer eeee * ZuLNORjNULy 
"+ +5 * + SgLsnpUul sdINOSdYy 
oeeee eee eeee *oININOIBV 


SYVWSA G3LDIISS ‘SYOLDAS AP ONILVNIOIWO JAWODNI IWNOILVN 


220 


STATISTICAL APPENDIX 


Table 13 
TARIFF CHANGES, 1928, 1933, 1936 


Equivalent ad valorem tariff ratesa 
(unweighted averages) 


Year Preferential Treaty General 


Alliinianulactines aceaetersctriecncels tec. coe 1928 12 17 21 
1933 14 25 30 
1936 10 24 30 
AIUAOX tHE St aeee dete: cteremeeeereticG sie bis cle Saas 1928 17 23 28 
1933 21 39 45 
1936 20 41 49 
Alliicontandestee! products a -vss.cqete renters 1928 11 17 19 
1933 10 23 2S) 
1936 6 21 25 
Electrical apparatus and supplies......... 1928 15 23 27 
1933 16 30 34 
1936 12 29 33 
Glass andiitS prOductSte an ae eee cess oaks 1928 13 19 22 
1933 12 23 26 
1936 7 2 25 
Petroleum Products rer werksiere cscs exc6.- 06 1928 9 12 14 
1933 10 15 21 
1936 7) 16 18 
eather, boots and SHOES 6.562605 2 ee eee 1928 16 2 29 
1933 24 3 43 
1936 20 SW 43 
FRUITING th toe erate crates sceacrst thet sraamuencre tes 1928 18 28 30 
1933 wp) 32 49 
1936 18 31 49 


a These are unweighted arithmetical averages of ad valorem rates and ad valorem equivalents 
of specific rates on each tariff item of manufactured goods imported calculated from duties 
collected and customs valuations. Since the necessary information was not available, dumping 
duties were not included and no adjustments were made for arbitrary over-valuations. The 
averages therefore, tend to understate the tariff increases between 1928 and 1933. See W. A. 
Mackintosh, The Economic Background of Dominion-Provincial Relations, pp. 90-94. 


Source: Report of the Royal Commission on Dominion-Provincial Relations—Book 1, Table 53, p. 157. 
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Table 17 (continued) 
1947 1948 1949 1950 1951 1952 1953 1954 1955 
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ROYAL COMMISSION ON CANADA’S ECONOMIC PROSPECTS 


Table 18 
INDEX OF INDUSTRIAL PRODUCTION, BY SECTORS 
(1935-39=100) 


General index Mining Manufactures Electricity 
of industrial and 
production gas 

1935)> octet aires rosettes 85.6 79.5 86.5 90.4 
1939 ses Neer oe entra 109.7 118.0 108.1 107.5 
194 To a oes 164.8 132.0 175.9 126.5 
1944). Pe seek oruemaane 212.4 104.1 242.3 S32, 
1946.2 ncaa ne eee 171.9 97.1 189.9 157.8 
1947 5 Sire eerie 187.8 106.2 207.7 169.3 
1948.0 cee eer ie 196,3 1202 PISS) 168.6 
1949... &. See eee 199.6 EM e7/ 217.0 176.1 
1950. ee tec essen Dilies 145.4 228.1 190.9 
195 Dacre ute 226.5 161.8 242.1 214.2 
1952. eee cette ere 233.0 174.7 246.3 228.8 
1.953% c,-<:0teen oe eels 248.4 185.8 263.0 241.9 
1S Joy ES a Pes ca 244.6 209.7 251.4 254.6 
T9555 Geen roca 265.8 242.6 270.1 SA 
1956. ec ce ae mao 282.1 268.7 284.2 290.1 


SourcE: Data up to 1954 from 1955 Supplement to Canadian Statistical Review. Information for the 
years 1955 and 1956 from monthly issues of the C.S.R. For 1956, figures are unweighted 
averages of the indexes for the 12 months; some of these monthly figures are preliminary. 


Table 19 


INDICES OF INDUSTRIAL PRODUCTION 
SELECTED SECONDARY MANUFACTURING INDUSTRIES 


(1935-39=100) 


Printing 
Rubber Leather Textiles Clothing and Petroleum 

Year Beverages products (total) (total) (total) publishing and coal 
LOSS tae 78.6 87.9 95.9 91.1 91.8 93.9 87.6 
[9892 ce eS 106.6 108.7 108.2 108.0 102.2 109.4 
194 Ieee S129 154.4 141.1 167.5 141.8 113.4 141.1 
19440 Oe see 190.5 149.0 149.6 162.0 147.1 114.9 171.8 
1946 Ree 234.4 158.0 167.9 161.7 152.9 143.8 167.4 
LOA eae 249.4 230.7 148.7 172.9 147.7 163.3 181.2 
1948 a. eae 270.9 227.6 129.6 180.2 156.0 772 199.0 
1949) Rea 28520 208.5 18335 186.0 159.4 183.8 218.0 
195000 fee 282.9 251.9 126.8 212.4 IS 7/ 195.3 243.5 
1951 kee 297.7 264.3 117.0 208.6 149.7 194.7 274.9 
19520 ees 323.6 246.4 128.0 184.1 154.4 192.4 295.1 
1953e or 336.6 264.2 136.7 187.6 167.3 204.8 324.3 
19545 328.6 252.6 128.6 161.0 145.4 214.8 336.9 
1955... hc O53 296.3 136.7 185.3 149.0 219.5 386.7 
1956s eae 376.5 319.3 147.8 182.4 1562 236.9 442.3 

Primary Iron and Agri- Brass 

iron and and steel Trans- cultural and 

steel products portation Motor Electrical imple- copper 
(total) (total) (total) vehicles apparatus ments products 

[93Sie5 teers 74.3 80.5 90.0 98.0 83.8 88.1 82.6 
1939)ee. era 117.8 107.7 101.3 89.4 103.8 81.1 al 7/ 


MON Sars Ac 236.7 238.0 291.8 200.9 225.8 165.7 377.6 


STATISTICAL APPENDIX 


Table 19 (continued) 


1944. fhe. 280.5 926.2 693.7 217.0 Sia 263.3 635.2 
T9946). des 192.8 222.0 22155 119.9 247.3 DO sd 249.9 
LOAT i. 3 een 250.3 249.9 239.5 168.8 316.8 289.1 Dae, 
L948 t clare DALY 270.4 232.6 168.5 328.5 405.9 219.0 
1949. ee 266.6 264.5 243.9 183.2 333.8 448.7 207.1 
19500 yaar 274.2 263.2 2622 247.6 367.6 366.0 2eT 
195). a 310.6 ED 315.0 263.7 3923 388.4 PBA) 
195 26..\nes 310.8 22 373d 274.5 393.1 418.9 266.3 
|e)! Sons a As 322.4 290.8 436.3 306.9 486.7 308.9 222.4 
LOS4) Ries 249.7 2558 354.9 226.4 477.8 238.9 239.4 
OSD Ee ee SoD) 287.3 350.7 2929 Solel ale) 325.8 
19562 oe 417.1 328.1 S/O S251 550.8 N.A. N.A. 


Source: Data up to 1954 from 1955 Supplement to Canadian Statistical Review. Information for the 
years 1955 and 1956 from monthly issues of the C.S.R. for 1956, figures are the unweighted 
averages of the indexes for the 12 months; some monthly figures are preliminary. 


Table 20 


GENERAL WHOLESALE PRICE INDEX, AND WHOLESALE 
PRICE INDEX FOR FULLY AND CHIEFLY MANUFACTURED 
GOODS, SELECTED YEARS 


(1935-39=100) 
General Fully and chiefly 
wholesale price index manufactured goods 

LUSK SEs oes Beene eae ie ene ee ee 80.2 —- 

JESYO10) Rs rex ce Giese eeva meee nen 63.2 — 

OOS Par. eee ier ede tee et tes 70.4 — 

BSL), xe oteee ie ae nok en SOO Nee a org 78.5 — 

TESTS) sess ee esitvon See ae rare aor 91.8 94.5 

LOD ORAS nto etme ene trot en ess 203.2 208.2 

ISSO) ier apraccucs eee pas axe ae ho eee es 133.8 138.0 

NOB ORF crane hentne ete ee ie cee iN) 116.1 

LOS Sy wees eee Sees Meee 94.4 94.7 

SAO eee te orice, eats By eh ote eee Me. 108.0 109.9 

USES) ae Seer ee Bin Sica eee: OF eae 115321 129.8 

LDA GE oe ces te ee oc 3 138.9 138.0 

OATS sete m SaEe Oe Be. trae eee wan cita 2 163.3 162.4 

OAS erate atare Aacwcs cas eee ome eae. cers 193.4 192.4 

WO AGRE eee Miers te: Sr es eta Moat asso 198.3 199.2 

DOS ORE ets oes Sete cae es ae srs Pee: PAM 

195 en ee ee eek hee - 240.2 242.4 

IGS BY) ae icidake din oon oe otic cs Bee 226.0 230.7 

[OS3h he sete Se re oe teers 220.7 228.8 

LOS Gi Bee sect casei a eerie 217.0 224.2 

LOSS eh te Be ae es oe apo eon oe 218.9 ATA 

TOS G6). cee Meee ake cote tas 225.6 231.3 
SourcE: Dominion Bureau of Statistics. Figures for 1956 are unweighted averages of the 12 monthly a 


gures. 


ROYAL COMMISSION ON CANADA’S ECONOMIC PROSPECTS 


VEZZ‘EL OILS IT O'067‘ZI 6'ZONTI TSS8OI PESTS O'ZSER BCSL'L S'E8S'9 9197S 


9°08T ESST 
LSOL 0°69 
LSStT Vszovr 
€vOrp ILE 
OVS6 6 £98 
Lily v'Crt 

| EGE gsc 
6CSE O9FE 
Leche ec sSt 
OLYT VET 


9061'T L°S06 
CBT S'ZSO'T 


COTS == ~OESE 
Pele WS SLe 
Cell. OG! 
LIc9~ 9SLS 
[ESeyss -G:98t 
9°96 6 LOL 
O19. CLEC 
OTE8 9S8L 
GE Tis a a W004 
89IT Pvc 
VCCE =~ CVIT 
60SC O09CC 
CCSS- Vv 6cS 
T69F =O YY 
G.C9CC> GLESt 


ass6l = ab S6T 


TZ P48 L 


€ 197 
Z'S79 
T€78 
vy 00€ 
7 8P8 
Pics 
697 
L'86€ 
ZEST 
€SEe 
TEP T 
0'€80°T 
6 8SP 
PSE 
€ ILI 
9'EVS 
9°88E 
Lit 
9 1€Z 
0'8S8 
L'00L 
v7 
L067 
l'vIz 
7°60 
try 
SESE 


es6l 


9°STC 
0°69S 
V'O8L 
€°C9C 

6 SIL 
O'8Lt 
Lec 

9 VHT 
6st 

C CEE 
L'yv0'r 
€1v0'T 
O'vOS 

6 €8E 
8°S0C 

6 067 
€°CSE 


¢8Il 
€°vOC 
T ESB 
[Tyre 
C6IC 


L987 
6'SIT 
0°cOS 
Volv 
SSee 


cS61 


SOIC 
Sys 
9°60L 
6 9C 
0°9L9 
€°C6E 
OCC 
GEV 
CS6 
9°00€ 
0'900°I 
6:96 
9'V9V 
O'CrE 
CALL 
14S 
61st 


8°cOl 
6 061 
0082 
$908 
6'1CC 
LeLie 
COLI 
8°L6v 
CSLE 
GLE 


IS6l 


€ 691 
L’6SY 
L9I9 
SSIC 
9°08S 
6'06¢ 
OVC 

(ESS 

L’¢9 

€ v6l 
v°C06 


C6bL 
COVE 
CT S8T 
c 6bl 
OEY 
0'L6C 
148 

CLI 
CVEL 
Ive 
9°0IC 
C'6EC 
£881 
6687 
6 VEE 
S°6LC 


Os6l 


vost 
a £44 
Lees 
Lest 
£987 
8°L9T 
VCC 

[Ue 

TIL 

8°9T 
€Ls9 


S°L99 
LSOE 
6'89C 
OLLI 
6 LLE 
O'LSC 
€°£6 

[LST 
¢°LCL 
8°99 
8°OIC 
¢°8LI 
VCLI 
T'6cr 
Cele 
Vege 


6r61 


[scl 
8°8cP 
0'C6r 
1391 
E SCY, 
C897 
Orel 

o'SP 

8°90T 
Vv LET 
Tes 
iS hee 
C C87 
0'8SC 
OL 
€ LOE 
S°SET 
6°86 

(Ga! 
L’60L 
0°S09 
8°€0C 


Tv6l 
OST 
Vv LOV 
L’S8C 
€6£C 


8r6l 


6 9IT 
V'8Se 
p53, LORE 
vV9Orl 
¢°99€ 
VSic 
licl 

a4 

Voll 
€ 6ST 
S°CLY 


yses 
€9IC 
9°ECC 
v'68 

9°C9C 
€ v0c 
€ 16 

CIEL 
9'VI9 
CETS 
VClC 


£961 
89rI 
vee 
O'ISC 
8°S0C 


Lv6l 


‘s'a'd ‘ANsnpuy jo snsuad :aounog 


“S'g'q ‘s}usuIa}e}g AIVUIUNT[OIg WOIJ 91v CCG] PUL PC6I JOJ Sons q 


CS IIt 
Cc £8T 
0987 
vac 
9 VET 
6'6L1 
00! 

Cot 

6°16 

Cool 
6° 98C 


v'cbY 
est 
[991 
Gis 

91 
eL9l 
WEE 

C8L 

Iss 
0'€0r 
Lol 


vost 
9'6IT 
9LST 
€ OC 
€°c81 


9r6l 


(sapjjop yuasina fo suorpru) 


SS-SV6L ‘SHIMLSNGNI ONIWNLOVANNYW AYVGNODSS G3L931SS “NOILDNGOYd JO ANIVA SSOYD 


w.10\ s\'0, 0 40 0) 6 


eee ee eee 


eee ee eee 


oe eee eee 


*AIQUIYOVU 9JO}S pu BOWJO ‘pjoyasnoy sepnpouy ze 


* ZulINjoesnuLU ATepUOdeS [10 


verses ss SULINJOBJNULL SNOOULT[SOSI|A 
ee sjeorueys Alepuosesg 
“55+ TBO puk WNe[oINEd Jo sjonpoIg 


"e +++ + syonpold jesourW dI][eJoW-UOU ATepuodag 


eer eerese 


‘+++ +sonddns pue snjeredde [eornseyq 


vseees ss *gyonpoid peyour snoLaj-uou ATepuodseg 


sees *juowdinbe uoneyiodsuel} 1ay31O 
ee welts s,'6 Je elie 4,01 aioe ane ¢ - syed pue YeIONy 
eile (6)js/ 9\\9 1ev'eNeite (anes, oer siie) ele) eee * Sulpyinqdiys 
pels celie isis’ sive) ee elis/ ote * 4003S SUTT[OI AOMIIOY 
©) ssi avis) 6) elles Teles * syed pue SOPOIYSA IOV! 


BOT AS oes es OS EG **JaQ}s pue UOT I3IIO 


CH wolay Lc te Pet) 


**yo0js pue uom ATeUIg 
fiecr ite cunry Secon ne cec at * pATOUTYORUL yelaysnpuy 
maha? *) Sie8l Sed Sea * syuoura[duul einyNOIsy 
OFF HD DISC ares IG (2) ‘surystjqnd ‘Sulu 


PAT elegy Sep Ske EMS sjonpoid soded Arepuoseg 


“syonpoid poom 19410 
ee aive @./e) 09: 91.68 6 © “omnquiny 


DONC 6 Lee es sae smi @76 16 16.10)\@ 6.16 Oke one) ** SUIyIO[D 


ec ecees el Mt AORN NT AN SEY 


ee sjonpoid 10yjyeoT 


is 0) 4 le. 0 a) 910) wake (ote wie) s 16).6) 6. 6 syonpoid roqqny 
cere wees a: 2 ae eve 6 6 © 010 syonpoid o00eqo [, 
eee eee @) © 0.0.0 0) 0 9).0 6 sjonpo.d pooj 139410 
ee cee a ebeieesduls ci saenhey cian eos a COG CAOAOGT 


re sjonpoid Arayeg 


230 


STATISTICAL APPENDIX 


LOE 6 PSL'S ESLOS LOPS'S 


6 c9T 
EVSE 
6 TIP 
Ecc 
VPLy 
Ceri 
vel 

LOC 
8°€8 

c vOl 
L900 


6809 
8°C8C 
Ure 
6°CS 

O'sSIP 
OLLI 
(OFS 

eel! 
9°S6E 
8°90€ 
L901 


VI8t 
CL8 

COE 
6'VCE 
L°C8t 


aSS6l 


6rl 
CILECE 
C69€ 
S061 
6 6SV 
Gel 
8ST 

Vrsl 
9001 
89OIT 
696C 


eLss 
V9IC 
L0EC 
9°0S 

VBE 
SYS! 
€'0S 

8°CCI 
TvLe 
0° €8C 
6 001 


Lest 
L’6L 

6 99T 
g°SOE 
V8zI 


qvs6l 


7% PGB L 


8 VSI 
ste 
DTNC 
OVLI 
Co LSY 
0841 
9°91 

5097 
SSIT 
Lest 
6vIP 


8°S09 
OLIC 
0'6€C 
T6L 

Vy9E 
V LOT 
€°0S 

ICI 
oVIt 
C66C 
6 €Ol 


OLN 
OSL 

CYT 
C667 
6'6L1 


esol 


CSET 
VS6C 
8°SCC 
OTST 
6 S6E 
C8rl 
CVI 

ss Ce | 
L'96 

8Srl 
€V6e 


CLO 
SANG 
T6€c 
8°£6 

[EKGs 
Tcsl 
(aa ts 

901 
Tsov 
OIE 
SIO 
COL 
80L 

CUST 
€°OL7 
C691 


csél 


€986h LOI 9796'E DIZIE B'ETIE 


6 0¢T 
IgISG 
6 6L1 
esl 
OEE 
9 trl 
Cc Il 

V6L 

o°8S 

6 611 
T88e 


O'SOS 
¢'60C 
Tvoc 
LACE 
9°S6C 
9'8r1 
Lvv 
$°86 
LOLE 
6 LEE 
6'¥8 
Cit 
06S 
6 LET 
6 
9'CST 


Is6l 


9°66 
6 817 
Svrl 
€Lcl 
sie 
8801 
Cc eél 
BSE 
TLE 
8°6L 
€9O8E 
6 617 
crsl 
evi 
v'89 
Tle 
OL 
O'9€ 
9°06 
6'CSE 
OSTE 
v'L8 
vel 
c$9 
veri 
L’8Ic 
Goel 


Os6l 


96 
6 VOC 
SLIT 
0801 
€°69C 
CLOL 
VGN 
Le 
6 SP 
C601 
tee 


O'6LE 
C9ET 
¢991 
C6L 
COSC 
6 801 
V8e 
£8 
L°CSE 
9°S87 
Cc 16 
LI0l 
¢°8S 
S0€T 
V'SOC 
0'S7cI 


6r61 


(sipjjop quasina fo 


GS-SV6L ‘SAIMLSNGNI ONIWNLOVANNVYW AYVAGNOD3SS d3L193135S 


CSL 
£881 
T'L6 
LL6 
eve 
Vv IOl 


° 


WOO 
SOON 
bs 


ee BN OUST en S16) es tiicst: 
AA OM 
NY = 
m=O N 


DIL 


€°89 
9'S9T 
[v8 
Cc 8 
6 00C 
VS8 


° 


WMA sr oO 
morn 
bees | 


° 


MNS MAVKAT BtAte 


Sno ~rao0on 
Sor Oorntan 
foe) = = 


Lil 


“4 
foe) 
nN 


‘S'a'd ‘Asnpuy jo snsusg :aounos 


‘SAC ‘sjusursyejg ATeUrTUNTeIg WOIJ s1e CCE, PU PCB] JO} soINsLy q 
“AIOUTYORU 910}S pu adyJo ‘pjoyssnoy sepnyouy zB 


c09 90S 
8 Srl 8° 10C 
0°6L 9°S9 
8°99 rss 
OOET 6 SET 
6°8L L'06 
Ls es 
L’8é LI9t 
S79 9 II 
LYL 8°C6 
CVOl LOCI 
O'VST TL6C 
OIL 6°68 
L901 OTIT 
C 6C TOE 
vst 6 TE! 
OSL L°09 
OVE CTE 
SCV Vcr 
0'¢97 € CCC 
88LI ACO 
€°C8 Cale 
C°€6 8°86 
0°0r OEP 
88L v'V6 
VI9T VLel 
£16 9°S9 
96! Sr6l 
suoypiu) 


at Gis SUTIN}OvJNULU ATBPUOdES [e}0 J, 


"* *SULINJORJNULW SNODUPTTSOST|A] 
eS aes sjeorueys Arepuoses 
*yeoo puke winsjomed jo sjonpolg 


Sa Racy sjonpoid [e1ourTW I]]eJeW-uOU ATepuodas 


soyddns pur snyeredde jeoryooq 


Tat eee tp sjonpoid [e}ou SNOLISJ-uou Alepuoses 


eee eee eee ee oe 


*yuowdinbe uonryodsuen 1ay1O 
al eviel/aibsie eine e wee * syed pue yeroiny 
eee eee eee eee ero ee * Surlpyinqdiys 
Se it ie els YOoIs SuIJoI AeMIeY 
cine ** syed pur sopsiyoA 10}0/ 


Dodo ooo “++ *T90)8 pue UOIT IONIO 


ren Gees *** 19038 pue uoll AIewLig 
sicko) snelel sual . eAIOUTYORUI [elysnpuy 
ane) ere) elias sjuowejdunt je AININOIS VY 
eae aiS ‘surysijqnd ‘SUTJULIG 
"7+" *sjonpoid raded Arepuoses 


Bi ee ee SIS DOG Ppoom IsyIO 
A aie wt sini Sa eee aS TESTER, 


eee eee eee sesso ve et cee ces UIUIIOS) 


eee eee ee IS ACHP SE OFSey Lab ail 
PROTO SO GON OST e Cul AeUpise | 


se eeee “+ ++*+=+sionpoid roqqny 
os) sieheteliere ++ +syynpoid o90Rgo | 
Tsreesesssssionpoid poo} 13410 
Sheeler i EL SOS CT ONS GT 
SHR RAGA Die)9 = 7s SA DOIO AIOE 


‘dagddv-4aN1VA 


ROYAL COMMISSION ON CANADA’S ECONOMIC PROSPECTS 


Table 23 


SECONDARY MANUFACTURED EXPORTS BY INDUSTRY, 
1939, .1947,, 1953 


(millions of current dollars) 


Percent Percent Percent 
Industry 1939 oftotal 1947: oftotal 1953 of total 
($ million) % ($million) % ($million) % 
Alcoholic beverages..... 8 3 28 5) 66 5 
Rubber productsiz-m. fee ee 16 10 DS 4 8 1 
eather productStrrcrrcs eer 8 5 13 2) 10 1 
Mextilestandiclothingsems. = ae 13 8 47 8 22 3 
Purnitureiecc.ra cre eee neg. _ 2) neg. 1 neg 
Secondary paper products@...... 5 35 6 22 3 
Primary iron and steelb.......... 10 6 39 7 85 1] 
Agricultural implements......... 7 4 42 7 74 10 
Motor vehicles and parts........ 26 16 92 16 LS 10 
Shipsrandkvesselsmewererirtsciernre 0 — 26 5 20 3 
Other products of iron and steel. . 20 12 94 16 94 13 
Aincratt wand pants errr neererer 0) — 6 1 40 3) 
Aluminum products............ 1 1 7 1 5 1 
Asbestos productSeem seni emicin 1 1 1 neg 1 neg 
Blectricallapparatus ss ee 6 4 26 ) 42 
PetroleumeproductSse sere eee. 1 1 4 1 1 neg 
Medicinal and pharmaceutical 
Preparations see 2 1 4 1 6 1 
Paints, pigments and varnishes... . 2 1 7 1 4 1 
Scientific and educational 
EQUIP MeN tance ane ees 4 3 5 1 6 1 
Others sac Rhaptwaeen tees ecionsers 23-33 7 72-87 13 143-168 21 
Total secondaryss-een eee 155-165 100 575-590 100 725-750 100 


a Excludes newsprint and waste paper. 
b Primary iron and steel includes ferro alloys and scrap. 


c The largest single item in the ‘‘other’’ category in 1953 was synthetic rubber which is estimated 
at some $35 million. 


Norte: Percentages are based on the mid-point of the range shown for the total and will not necessarily 
add to 100 because of rounding. 


% 


asvUusoIeg 


See CS 

NNN Dt 

Sea 
S 
+t 
Seal 


mt AMO oH 
(oe) Om AN 

Se) 

co 

lon 


a) 
ga) 
wy 
foe) 


“‘30u L‘6 

ied EEL 

6C 6 00¢ 
UOTTPIUS UOINpIUs 
syodxg dgAD 


% 


93e1U0010g 


te ASL On 


‘Sou 
I_LRLG 
LY 


uoyjnug uoljnug 


eu 
oi 
eu 
oe 
eu 
L0cI 
V'68 
€9IC 
€°v0C 
c9TI 
9°19 
6°18 
O'ScI 
€16l 


Ivor 
VAE\G 
CLV 
6 CIT 
6 SE 
€ 961 
8°9rI 
8°S0C 
Gay 
v89 
cvIl 


sjiIodxq dAD 


PC PAIL 


eS6l 


Lv6l 


EC6L “L¥6L ‘6E6L “SAINLSNGNI 
ONIWNLIVANNVW AYVGNODAS d3aLld41gS Ni NOILONGOdd JO 


— 30u eu 
== eu eu 
a2, 6" eu 
oss eu ‘eu 
i= z ‘el 
val 8'v Tse 
vv OL 0'9T 
Ol Val 6SL 
val 8°8 C19 
8 (G 9'SC 
v 0'Or L°6CTC 
6 CEG VST 
I cs S°6£ 
v cig 9°06 
C IG 6 OV 
Ol V8 C18 
ol 9T £91 
CC 08 Cle 
SC Vs (G6 
€C LSI 6°69 
= ‘sou = (969 
“sou Se O'9L 
— “sou OV 
(G4 OL 8°8T 
‘sou (G 9'EV 


of UOINJIUY UOIppIUs 
aseyusoleg syodxq dAD 


6£6l 


233 


miele Ua cee eee AJouryseu Suissosoi1d poo 
ee eo eee Arourgoeu SUIUIJY 
ee Ayouryoeul SUTYIOM [e1eW 
Oe NaS eat a a AJOUTYSVUL [[TWIMeS pue SUISZOT 
| souIsus JelLnsnpuy 
Cr Arouryoeul [elusnpuy 


EAE A Se used er onad 
eects eon ee a ee eon Guanes rant 
I. 5 tarts +100 g)ynpoadhrseediesameoes 
swords soa sa rad aeanetatavene aes Be atin 


miceltel ieiialiaes(etelielie:teitenel susuipiveel oiteteretetien setters Talia rel iste *ZuItIO[D 


Cec omD oo 1D awreb eels: .«: oie *yyIs pue Soqxo} oneyyuss 


“100M, 
SPODION no doweao oo Ditters eee reese ess syo05 
syonpoid 9]1)x9 


ee ee oae CarCoy Ma Mer de fer sei iar eter eh Tepe ie COMM OORT 
oreo eee eee eee eee eee ee eoe ore ee *sjonpoid IoyyeoT 


Gls) 6, 8) 0; 6) #1) e eile, -8. ele: 16) 91/8, 6-6) elletentet eusiiels let 6 “++ TeaM1O04 
oor eer ere ree PSE DELP ERIN S ISOS UDXO NEL TCATSTANY | 


Ce eee *sjonpoid o90eqo L 
ee eee eee *syonpoid Aloyeg 


ee PEPE eee eee eee rene eee es sggUTAK 

ry eee eee eee ewe sionbr] poysiq 

by ISAC Re RICE MS Co tuts Set ec cog e Fes SaLIOMOIgl 
SOSVIOAIG 


INIVA SSOYD ANV SLYOdxX4 


IT VET 
I (Gl 

G 95 

I 

T oT 
c v 

Ss Pes 
3 SL 
¢ CV 
or 8s 
4 9° 
“Bou ie 

€ Jee 
9 Ls 
‘Sou ( 

o Oy 

¢ cv 
€ 0°6 
IT OCC 
il Boe 
Ie €SL 


9°907 
O'sT 
1°97 
€°€8 
Livl 
L‘9C 
SVcl 
9°9€7 
€°0S6 
O19 
L’6 
L6lt 
Ciel 
9°€6 


0°S69 
0°? 


Lt 
€°8Ce 


1661 
C'6ES 
TEVIT 


% uoNIWg UolpNUs 


aseyusolog sylodxq 


dAD 


81 
cl 


9C 
81 
61 


% 


93e}Ud0I0g 


esél 


(ponayuos) 77 e981, 


8°C OS 
a 8°6 
Lal (Gun! 
8 9°87 
6'V 18s 
LAG ©CC 
gs CLL 
8°6 v8rl 
6ST 8'00r 
OES se 4 
S VY 
(Che TOL 
GL 6°69 
vv COL 
se ¢°88C 
9 TL 
/e 8°6E 
0'6r c6st 
6LE L9Ovl 
Oe CC8I 
9°16 S°CLY 


uONpNUg UoNpIUs 
syiodxq dAD 


Lv6l 


*AYsnpuy JO snsued pue epeuRDd jo spell ‘sonsieig Jo nvoIng UOlU;WIOd :a0uNOs 
‘soindy uononposd pue spel} Bul[IoUOde1 UT AyNoyyIp JO asnedeq astooid JOU 9Ie SoINSI{Z taLON 
*LE6L OF de UUINTOS 66] 94} UI SoINsy soljddns pue snyeredde [esNseq & 


if G VSI 
or 6 0c 
ve OT CV 
6 9° OL 
IZ ve 6ST 
¢ co v9 
€ 9° L'07 
€ had €9Of 
9 V9 COrl 
(65 ce L9 
— “Sou Tall 
Y VT EG 
9 oT 6ST 
fi 61 GHG 
if oe 9 VOI 
87 iS sT 
Ik S CEL 
vI L’8 L‘09 
67 78 T8¢ 
07 vvl [Pie 
LI SG 7 OPT 
% uonpiMmg uoyjiug 
asejusolog sywodxq dAD 
6f61 


eee eee eee 


tereeeeeseess squguidinbs s1001001q 


eee: 


oe 


oe 


eee 


BOO ONOK aye iO (2 | o1I}9974 


*  souTyoRU SUTYSe AA 


rae BOE Ae es * S1OJIIBIYOY 
cere revcccs ‘sgouvrdde role 


titeeeeeee ess sgguoyeg 
OOO DEAT ye) pue OTT AA 


. 


*+ + snyeredde snoour][sostj 


"+++ +»sorddns pure snjyeredde [eoryo0]q 
"+ yuoudinbs jeuoleonps pue dYMUIIDg 


sees sss STUOUUNIJSUT [BOISN|A] 


++++++++suoneiedaid yojI0} pue deosg 


sree ssoustuIevA pue sjuowsid ‘syuTed 


sjonpoid jeonesvuieyd pure [eUurlorpay| 


(pue[punojmony sopnj[ox9o Lv6l) 
coereessessess sgaonpojd WNaONEg 


ices catenin sjonpoid SO}SOQSV 


(poyeoriqej-Tues sopnyoxs) 
sees ssyonpoid wnutwn,y 


sess s+ 9098 SUTT[OI ABMTIEY 


5 tid ODt0.D cise 96 syoniy 


Sikes) PREIS T CORO SUOSSE dl 
"+ syed puv sopoIyoa I0JOW| 


234 


STATISTICAL APPENDIX 


4 


TAAN 
pue uoyny 


St 9148 L 


235 


‘O'O0T 0} ppe seme Jou AvU SoINSY o8eJUIdI0d Suipunol 0} onq 


ZS OV BGC “OLS ov ie WOLS “Orsee™ “4r7c” Gree GES %8'L 
ra 6 I xs es 8'PE 6'€7 EZ O'€ Se cl 
Ole 167 OzI €ZI €S8 98¢ cs €L L SE 
vLI ial 67 C7 0°SZ ¢°SZ 67 ZS c Te 
SZE 79T vs oP b9r Ply €S L6 v 8c 
Te LSI €°87Z SL 74 €b1 LT vt 3° < 
69 sir €£9 CLI SES IZE LE I€ LI eu 
0°07 67 Ca Ser T'9€ 8°67 ZE We I €7 
L6E LS 67 6V IZL 66S €9 Iv z cP 
9°€ V7 6° O'€ 69S ¢'0€ Ol cat $0" Z. 
SIZ €rl IS Ost 60rE O€8‘T 8c L8 € ZI 
€'8 89 8s Cs Tee 6°87 9°€ cv LE 97 
O€7'T ZOOT 198 608 L68°b 697'P 9€¢ €99 901 €8E 
Oa j“eNV “yseg ‘ue~y wo ‘nos N ‘SN ‘Td'd 


Mev 


0°00T 
psr'T 


0°001 
6S8'T 


0001 
166°S 


0001 
I8L‘b1 


puejpunoy epeueg 


-MON 


jo 


“uononpoid Aypoururos 
% Surmyovjnueur Arepuoses 


eee eee ees e eee ee ee 


scahenstonee (tetany reais * (UoTTU $) 
tononssuo0d 


fs Sit Sonik ss Masa cacaras 0/3 


coeeee ee een mee (VOM IULILE) 
SOISNPUI SdINOSOY 


Keim oer 8 


See eet a (TON [ICEG) 
oINyNOLIsV 


Gy athe, ee arakcey ean o/ 


Sey TS Oe eee es (LOT EUU $) 
sulinyoejnuew AIeUILIg 


a ee aa ets pas 
Sei Aaa eee ead (CLOTTED) 
SuLInyovjnuew A1Tepuoses 

eG es ee Sage 10/5 
Ae Ae acta (SPULSHOU) 
uoneindog 


EG6L ‘SYOLDAS ONIDNGOUd ALIGOWWOD YSHLO GNV ONIWNLOVINNVW 
NI NOMONGOUd JO ANTIVA LAIN GNV NOILVINdOd 4O NOILNGINLSIG TIVWNOID3Y 


ROYAL COMMISSION ON CANADA’S ECONOMIC PROSPECTS 


S'b9 67 v'8 v's SSI Ost 8801 661 69S Vv 98T dAD 
a9 Cc i Ds vl Ole L'6 661 19 LOE yuaxojdurg coe ArouTYORU [eLySsNpuy 
719 roa | 9°9 Le Cr ese L161 lice TO7I gers dAD 4 
TSS a iy v7 91 i L'07 9°07 Let $99 quowsojduig «os ojo SsuTystyqnd “sunuid 
6'6£ 9° vl Si | 761 Str r'6l Srp 9TET dAD 
TPE x ie Ol ¢ orl vr 81 AS 8°67 quowAo[ dug, ie 4.4 6 © 618 a el ae erelesm Gels © 6 (@\ @ 6.18) 6 * omnguin 
L0€ g'T Ll g'€ $97 €'6 759 Re) p90I L'O0L dAD 
LOE 9° Cl TP I'€ (Op feats LI ITE TEL juowrAo[dury 6 (aie 6) e 6.0 @. 8 0 Ge er eee ey AHA REC OTIT KON: 
0°89 oe sT Lec jbieg L6l 7 89T SShp 6 O'GBE_—-OO'8S8 dAD 
€°¢€9 fe ‘ 6X5 OE 6'8I G6 6 0F l'6v 0'07cI yuow Aol duugy Pe ee ee ee ee ** + Sulyjo[D 
9°6E =< — OT rane ETE 197 6°97 86S v'C dAD 
€Uv a Bs = 6 (S 601 OE SOE ‘OL Es yuowlA0|dwy a ae ee ee ee *syonpoid IoyyeoT 
0'0% = = = = PCE CP OL ve £2060 dAD 
6'8E ore pot, a a PLZ T9 901 VT 99°C yuowiAo[dwgy Sie Ole 6 (6 1070 00.0.0) 6. 10,0 010608) 18: 6 sjonpoid Jaqqny 
p'8P = = = aes v 8 O8r 8 ZOl IT'rIz dAD 
9°SS sa ee —— ee=a, et peer 9°SS SUE $6 juswrAo dw] ONS ®) 8: 06) 601618 60.6.8 1a) hi Be * sjonpoid ossegoL 
Eo ¢ CT - 7 6€ TLI GLI 99L SS thr _ dAD 
8°77 e i 6 ie O's Teli SOT 9'€ 617 JUSWAO GW FOO OTOL OID ENO OOD TOO 10S Se aN NSS 
S'6E [ies OV TE ell 6 v1 CLS POCe  ACl. SCE AAD (GON Gyre 
0°07 cI 9 OV 1 9ST €9 8°81 OL € Ov quswiAojdwiq (S,000)" °°" + syonpoid Arlayeg 
% % % % % 
SOIzID NOT 
osejusoied = 1OSPUTMA uo} We YH 0WUOIO TL, yeoUO|y epeue) Asnpuy 
pourqwio>) 


€S6L ‘SAILID NVIGVNVD YOrVW ‘SAINLSNGNI ONINLIVANNVW AYVGNOIAS d4Ll313$ 
NI NOILDNGOYd JO ANIVA SSOYD ANV LNAWAOTdWA JO NOILNGIYLSIG JOVINADYAd 


97 AGEL 


io] 


STATISTICAL APPENDIX 


ANS na 
\O \©O tn 


loa) ~~ 


vepeN Toya Assis 
oo CS 
cre wns 


Nn 
Pane.<) 


% % 
SOI}ID INO} 
asei1usoied 
pourquiosd 


JOSPUIAA 


(penuyuod) 97 21481, 


oS 
oe) 


—-o6 SOC 
st 


SO oe ist 
(2) 
~ 


my 
aN 
al 


uojrure HL 


SLI CS8I TC 
vst col 
eo’ 8 OCC 
9°6C 8 Ol 
Oe [mr6 
SLI Oe 
V9E L’80€ 
Sic OST 
ele Cc OIT 
COE C8 
LNG C6 
LS CT 
ag 6 6£ 
Tee Or 
y 
0}U0IO |, 


hO MC aA TH 
mms 
= 


an 
loa) 


[eonUO|y 


TZ £067 ZI 


€°7r0'T 


€oc9 
COE 


T€c8 
veal 


C8b8 
69L 


Wats 
69¢ 


C8Ee 
VSE 


Ceri T 
9S 
6857 
OSE 


epeurd 


dAD 
yuowAo;durgq 


dAD 
yuouAoduq 


dAD 
quowAo;duiq 


dAD 
quowAo;dugy 


dAD 
quowAosdurey 


dAD 
yuowrAo [dwg 


dAD 
quowlAodurg 


dAD 
quowAo;dwigq 


one 


237 


Bae icc Asepuodsas [10], 


"7" * *sjonpoid yeormeyD 


*sjonpoid ;eoo pue umsjonag 


CY snqyeuedde [VOLID9[q 


eee ee oes 


“so "**sTeyOU SNOLIaJ-uoU Alepuodsas 


"ross + ¥90}8 SuTTOI ABMTILY 


"** *syred pue saporyoA 100] 


Bh ttt Bec [9e1S pue UOIT AleWTIg 


AIWsnpuy 


ROYAL COMMISSION ON CANADA’S ECONOMIC PROSPECTS 


. 


29 00 
So 


AS a 
DNR nn we FTN Ft FCO FO 


mn 


. 


wane on 


=O eh 


DN AD AND AHR CO ORE AHR WAH 


AA Al HN AL 
SON TO COD 


Se tt) Oyo) 


Be 


‘ 


th Coe na Te 


com ~t co 


=O 
Ne et AGN OM Om ON SD TH 


ho tt HM MTF AN HM Hoo NHN 


EF 


aid an or 
ty nt AS 


uae cls ae) on 


Bs 


ENOe 


he 
m™\Oo nD 
DAH COC 


: CUS: 


. 


Noe, abate a 
An AN Co 


SoS 
a an AD AD YH BA 
= AN AN GFA AH COO CO 


NO AH ~o we 
CR ro Ad 


Bs 


. 
. 


¥'88 £9 
£68 oo 
— eu 
— ‘eu 
OS 
9°0S 
169 
WE 
VCP 
Olr 
ESS 
OS 
9°8P 
Liv 
eSL 
£69 
vol 
vst 
C6C 
[Poke 
€8v 
VL 
% 


012) 
At 


oo 
A= 
On 
DO 
oR sa) 


NO Bin CS AQAQat sts ot 


C\0 0 ore) , 
SS SS SR Re AF Yn AF TH HH AK HH 


* 


nn DY 


a x 
tN 
co 00 
00 


= 
no 
iS 
00 

aowtt OS Hx ECA OM 
NM 


COCO EY AD AW 


Aa 


=o 
= ™ =O 


LoD) 


ana On tO Om tH 


oe eas oe 
S 
OQ) 00 


He Ne 
CARRY meh Vereni Kes? loses 


SS SS) 

n AD 

~ a an On nN 
Ag no wtrn gtr tr OH HN ADH OT 


RA AnD CxO RR AD AD 
Nn aM 


G+ FF VA BH AH COO 


= 
on 

+ 

Qyss Se 
N 

[ory 

i 


AN 
re I GQhk=) 
ee rn 


SSO man as SG = 


no 
7 00 
Vala) 
<t co 
Vala 


20 D> 
2 
Na om 


Do 
\o 0 


ant 
a aS 


CR AR tH oM On AS YH 


N 


An AD 


AS ON NA wo 
GGNy (ONC\e ONCNEE COlONE ON CNC) Oh ts 


DAN AND AV 
DAR AO AD 
= 


CWS CK OO 
St cn 


tm ON MO 
Kr RS 


. 


OH Or Or 
ON Ar 


mar CDH 


lt oa ol 
SS et 


. 


eo (Sei Mere 
om cont 
~M Ooo 


~~ Re 
NO AQ OT 
tC co DN 


gS 
ss 
SS 
S 
BS 
ss 


daqong 
pur 


ONRIUQ OLRJUQ OLLIUQ ORO ONRIUQ ONeUQ ORO ORIUQ OeIUQ ORO 


es6l 


LZ AIL 


ATUO 


oeqend ATUO 


pue 


dseaqongd AjUO deqongd ATWO 
pue pue pue 


9761 6£61 €c6l 9C6T 


9494ND ANV OlWVWLNO NI SdIdLSNGNI ONINLOVIANVW 
AYVGNOD3S d3al0313S NI Gaqgdqv-3NIVA GNV LNJWAO1dWA JO NOILVALNIDNOD 


deqenO A[UO 


Poppe-onleA 
juowAo;durg 


poppe-anyeA 
yuowAo;durg 


Poppe-on[eA 
quowAo[dwq 


Poppe-on[eA 
quatuAo|durg 


Poppe-on[eA 
juowAo[duiy 


Poppe-onyeA 
quowAodwig 


Poppe-snyeA 
quowA0;dwig 


Ppoppe-on]eA 
yuowiAo[ dug 


poppe-anyeA, 
quowrAojdwigq 


Poppe-on[eA 
quowAo[duig 


Poppe-on[eA 
quowAo|durg 


sree KyQuTyoRU [elysnpuy 
+++ psjuouraydunt yeangyyNosy 
* + -o99 Burystqnd “sunuig 
teres sega 
teeee ees egonyxa 
=a Sate * SUNUTIOR) 
*sjonpoid JayyeoT 
*sjonpoid rlsqqny 
*syonpoid o90e%qo L 
** *SasBIDANg 


7+ + *sjyonpoid Aro eg 


238 


STATISTICAL APPENDIX 


048 v9S 
TL8 ECs 
9°C6 8°19 
Cc £6 Og ES 
TOL t 9f 
COL VLY 
C86 bbl 
8°L6 PIL 
6 V6 OTE9 
S°v6 Ts9 
6°96 v9 
9°C6 Les 
ES9 8ST 
[v9 8°91 
Tvl 9ST 
ELS €°0C 
9°36 ¢°L6 
£86 £°96 
168 MALE 
8°18 8°69 


6°S8 o°CS 
6°98 OTS 
6 16 6'SS 
8°16 9°CS 
6vL a4 
TOL ers 
0°86 8°CL 
0°86 6°89 
196 OE 
'S6 v89 
VL6 6 CI 
9°96 C8I 
NE Calib 
0°97 CCl 
ute CST 
TL9 €°0¢ 
v'L6 L'96 
8°L6 L'96 
£06 6°CL 
SLE C9 
% % 
Ajuo 


daqeangd ATUO seqendO 


pue 


OHBUO OHPIUQ ORIUQ ONRIUQ OeIUQ O1eUQ O1eIUQ O1eIUQ o1eUQ oLeIUC 


es6l 


(panuyuos) £7 2981, 


pue 


9v61 


€°98 LYS 
CL8 [cs 
9°06 6S 
6 06 CCS 
£°69 HES 
S69 60S 
6°86 9°SL 
6 86 CbL 
cS6 VL 
6 V6 v'69 
6°98 VIS 
£°88 £°0S 
eS 691 
6'€S vl 
S'v9 VIC 
Geo 9°0¢ 
C'L6 £96 
656 1'S6 
L’8L 0:99 
OVE L9S 
% % 

seqeng ATWO 
pue 


6£61 


NO AD Oro 
mM dc coco 


Se ee St yO 


San Gis 
NN AD 


C'6S 
9°8S 
VES 
LSS 
9°86 
616 
T16 
6'6L 
vi 


seqongdg 


pue 


e£6l 


2M AAR AM “2A a 
To NO 4N 
or NH NY 


Si nat 
Nene. (eslps 


NN MC 
= Se 


oAN ME OK Ao 
N\Oes HOO 
A~ AD 


S 


Ayuo 


oa Si OOO 
CVn “SO Qs Oem ~—wo 
NN HAD OO Doo woo 


% 


90qgand 


pue 


9c6T 


EVs 
ves 
Des 
8°60 
(44 
CS 
LOL 
99 
£69 
8°0L 
eu 
‘eu 
eu 
‘eu 
¢ v9 
o'8P 
‘eu 
cei 
‘e'U 
Beau 
of 
ZO 


A[Uo 


239° 


‘AISNpuy JO snsueg :aOunos 


“€€61 Ul SuIplinqdrys YIM popnyour yyeIoIW 9 
‘juouldInbe uoNejJodsued [e¥}0} JOJ ore 976] JO Ie q 
‘976 UT AJOUTYORUT [eLNsNpur YIM popnyouy ev 


Poppe-onyje A 
yusutA0| dug 


poppe-anye A 
quowAo[dwiy 


Poppe-onyeA 
quowAo;dwy 


Poppe-onyeA 
quourA0;duiq 


poppe-onye A 
quourAo;dwiq 


poppe-onyeA 
quow Ao dug 


Poppe-onyeA 
juoursodurq 


Poppe-onyeA 
yuowAojdurq 


Poppe-onyjeA 
quowAo;dumq 


poppe-anyeA 
yuourso;dury 


ahs Ssulinjovynueul 
ALEPUOdES IIe [IO L, 


Drakey eerhensuens sionpoid yeorumaya 
"+ *sy9npo Id [eos pue wunsjomnjeg 
voroee=> =< -sniyeredde jeomjoopa, 
** syejat snodiaj-uou Arepuosss 
Shinsesueae a8 qsyied pur yelomy 
Ae VieAeste tee "+ Burpyinqdrys 
"Ths ayoo}s SuIor KempEYy 
“+ * + asyred pure saporyoa 1010 


"Tete * 19938 pue UOT ATeWITIg 


ROYAL COMMISSION ON CANADA’S ECONOMIC PROSPECTS 


Table 28 


CAPITAL INVESTMENT IN CANADA BY SECTORS, 
SELECTED YEARS 


(millions of current dollars) 


1926 1929 1933 1939 1946 1949 1951 1953 1955 

Agriculture and fishing. ..... 97 130 D5 79 182 419 515 546 426 
Resource industries4.......-. 66 128 28 67, 121 468 663 E//S. 7-805 
Primary manufacturing>..... } 175 oee 21S 00 ee OZ 
Secondary manufacturing>... 222 374 a2 98 337 346 505 603 585 
Transportation, other public 

utilities and construction.. 146 302 39. 100 215 429 552) 819" 367 
Trade, finance and commercial 

SET VICES « <%:01e.e aoleleromielovets 131 23 62 143%" 1298:55 402° 95267 p00! 
Housing, institutional services 250 301 91 215 487 966 1,057 1,385 1,907 
Government departments.... SOMO” 79. 144° 224 406.7 595 17824. 837 

Totaly. ince eee 91745518... 327 1.765, 1; 703.43,502 04,57 teoueel 6,350 

(percentage distribution) 

Agriculture and fishing. ..... 10.5: 8.6.. 7.6. 10.3 10.7 1207 11:2 394007 
Resource industries#........ so We aU £6) 8 8t Gi 133 a4) D324 eeee 
Primary manufacturing>..... 5.0 6.1 G3 She 
Secondary manufacturing>. . } 24.2 24.7 12.9 12.8 19.8 9.9 11.0 10.3 9.2 
Transportation, other public 

utilities and construction.. 15.9 19.9 11.9 13.1 12.6 12.2 12.1 YOO) NBN 7/ 
Trade, finance and commercial 

SETVICES sti cies aerate = 5,57 86" B70. 8:1 $0 84. 90. €90 11°36 
Housing, institutional services 27.3 19.8 278 28:1 1528.6. 27-6 123 bec oe U. 
Government departments.... 9.4 100 24.2 188-°13.2 11.6 15.0) 441" 13.2 

Total oases eet eee 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 


a Excludes oil and gas pipelines. 


b Data for manufacturing since 1949 furnished by Economics Branch, Trade and Commerce, and 


Dominion Bureau of Statistics. 


Source: Private and Public Investment in Canada, i 
new investment in machinery and equipment; repair and maintenanc 


various issues. Figures are adjusted and relate only to 
e expenditures are excluded. 


STATISTICAL APPENDIX 


Table 29 


CAPITAL INVESTMENT IN SELECTED SECONDARY 
MANUFACTURING INDUSTRIES, 1948-55 


(millions of current dollars) 


1948 1949 1950 1951 1952 1953 1954 1955 
Bakery peodilcts: 23: 6045 vas oe tse aaa A 1A 12-945) 50.46 15.0 
BOVCTAC CS ean liek spots os Rae sake 3 28.8 22.6 19.8 20.1 188 24.0 30.2 30.5 
Tobacco: products, i4\sc.0.8 056.08 Bz eee 226 22) D3 S20 Teed. 
RUDDER PHOMUCIS S|, Ge Nis. so, G5)- ce ohare Tee TOS AT) 7.97, AO de AS 2s AT Ons 4 
ECAUNCE DT ORUCTS 2 clean alantiy's » aged Sr tae Ue oc eA? ad Piha} 
Mex tile mroducts 4)... ee 4 ss eo aed Basu SOO” E298 38/8 31.0) 997 8 77 58K 
IOC ie cele bees Fer pate y 12Ay ASB 12.3. 12.6.,5125. 136 95 409 
POMETMU ee ces oN 255 0 Te aS ge ee 8.0 316 38 60h d 2 a7 O 
Printing, publishing, etc............ 194° 2007 “17S: 322.4" 04.00 16.6: 29.38) 241 
Agricultural implements........... O2 F432) 93 AS 62 A Da 30 ape 
Industrial machinery.............. Wee eze 100d 5) 24 19-AM OL On OO 
Primary iron and steel............ 19:3; 16 6.9" 50:3 729: 1.49.9 139.3 44'5 
Motor vehicles and parts.......... 10:0 11.4 18.7 35:2 43.0 72.0 50.8: 36.4 
Railway rolling stock............. Oe 60 40 45) 96 OA in 6 Poded 0 
SAPO Wdin pa ey le Ae vee Coy eee 4 TSE OO, 99 BUS ed Gre yo 7 
Asrcrattl and paris. . Sa... hatuss oes OO nS 4 GS 8.7 12.5 80 10.6 
Secondary non-ferrous metals...... 6.3 10.4 6.3 8.6 140 120 6.4 8.9 
Electrical’apparatus..5 2.') Awesk wks 167.9 163 1 -13.8 31.9% 43:4. | 36.0. 28.8 4)..32.5 
Petroleum and coal products....... 43:9) 28.4 27:7 -60.5.° 80.55 83.2: 925)109)1 
Secondary chemicals.............. 29 30.9 14.6. 45,5. 39.2 33,1 05.7,.197.0 
Total selected secondary........... 276.9 245.2 214.2 385.8 452.3 449.9 413.4 414.6 
IRESIIUG Fat Re hoo LP b4 68.3 70.0 62.5 73.4 80.5 98.5 89.9 114.4 
Total secondary manufacturing... 345.2 315.2 276.7 459.2 532.8 548.4 503.3 529.0 

Capital items charged to operating 
EXPENSES mete) clas 345° 31.5 27:7 45.9 53.3 54.8 50.3. 55.9 

Grand total, secondary 
MANUhACCUTIN Dw. ee epee 379.7 346.7 304.4 505.1 586.1 603.2 553.6 584.9 
Total primary manufacturing.... 196.3 175.1 172.6 277.7 396.2 360.1 268.5 361.6 
Total manufacturing.......... 576.0 521.8 477.0 782.8 982.3 963.3 822.1 946.5 
% secondary manufacturing is of 

Total manufacturing......... 65.9 66.4 63.8 64.5 59.7 62.6 67.3 61.8 


Notes: 1. Data from Department of Trade and Commerce, Economics Branch; figures here differ 
slightly from those published in Private and Public Investment in Canada, various issues, 
due to minor omissions and double-counting. 

2. The secondary manufacturing total excludes one or two sub-groups which could not be 
separated from the primary manufacturing total. 
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Table 30 


PERCENTAGE DISTRIBUTION OF CAPITAL INVESTMENT IN 
SELECTED SECONDARY MANUFACTURING INDUSTRIES, 
1948-55 


1948 1949 1950 1951 1952 1953 1954 1955 


WwW 
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iw, 
Ww 
N 
lo) 
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oo 
N 
fo) 


Bakery products.....++++e+eserees 
Beverages. ...-.-----++++sses e's 
Tobacco products......-++++e+ee 
Rubber products. ....--+++eeseers 


Or OWN 
—sI\oN 
RANMA 
ohn 
aL 

ww 

LUO O 

00 00 


Textile products. ...-.+++++eeeeree 
Clothing 29. .cckiina nateies «erate 
Burnitures sce oe ee oe tele ener 
Printing, publishing, etc........--- 
Agricultural implements. ....------ 
Industrial machinery.....----+++-- 
Primary iron and steel......----+- 
Motor vehicles and parts....------ 
Railway rolling stock. ......-+++++> 
Shipbuilding. ........+--eeeeee eee 
Aircraft and parts......---++-+++:: 
Secondary non-ferrous metals...... 
Electrical apparatus......-+++.++-- 
Petroleum and coal products......- 
Secondary chemicals......--+++++- 
Residue wenn see reece rica 
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Total (excluding capital items 
charged to operating expenses) 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 


Due to rounding, figures may not always add to 100. 
SourcE: Table 29. 


STATISTICAL APPENDIX 


Table 31 
SOME KEY RATES OF THE CANADIAN TARIFF@ 


Note: The following table and the quotation which refers to it are from 


Tariff 
Item 


18 


23 
45a 
87 


89 
90c 
90e 


91 
22 


134 
135 
141 


143a 
178 


Chapter VI and Table VI-A of Canadian Commercial Policy: 


“In order to point up the distinction between the rates which 
really matter and those which are of less importance, an attempt has 
been made in the following brief enumeration to draw together some 
of the “key” rates of the Canadian tariff. Since a list of this kind is 
only useful if it is short, and since the difference between rates is 
sometimes fairly minor, a number of rates which have not been 
included might well have found a place in a schedule of this kind. 
What can be said, however, is that if the rates included in this list 
were reduced to zero, the amount of protection remaining in the 
Canadian tariff would be so small that controversy over the tariff 
would dwindle into insignificance. On the other hand, if some of the 
rates included in this list were doubled the Canadian tariff would 
become a very high and restrictive one . . . (Account would have to 
be taken of the consequential effects on other protected industries 
arising from an increase in the rates on some commodities. For 
example, if the rates on types of machinery used by protected indus- 
tries were doubled, this would improve the position of the industrial 
machinery industry, but worsen the competitive position of protected 
users of machinery).” 


Ad valorem Ad valorem 
BP equivalent MFN _— equivalent 
Butter SY ae 
Australian Trade Agreement...5¢ 8¢ Prohibition 12¢ Prohibition 
New Zealand Trade Agreement .5¢ ce 


Cocoa, chocolate and confectionery 10% 20% 
PreparedacerealsiOodSmerm seer 20% 20% 
Fresh vegetables. .out-of-season... Free 10% 
..in-season—per lb. Free 1-314¢ 
Canned vegetables—per lb........ Free 114-2¢ 
WERIAIDIS UGE: nponccouboabcoes 1214% 20% 
IBROZSN VWETRA NES 5 -. o coebooodsaDe 10% 1MA% 
SOU Seed nore ces eonvan coe oeeaewe's 15% 20% 
Ereshifiitster. ..- out-of-season... Free 10% 
Se in-season—per lb. Free 1-2¢ 
Refined sugar..... OP OWon ocusoe $1.09 $1.89 3%, 
Raw sugar. .96 degrees..per cwt... $0.28 71% $1.28 32-38% 
Candy, jelly powder, custards, etc... 12144% 221.4% 
(PBUH. goal lls sca apuoones 2.00 $2.00 
a 15% 13% over 15% 
isl nae lee Mose to. 5 
ma ita at ee than ; DST, 25% 


is is not a tariff schedule. The terminology used is not that of the tariff. Descriptions have been 

= ee ea and in some cases paraphrased. The third column has been omitted for the reasons 
discussed in the text. For precise information, reference should be made to the Customs Tariff, 
the Customs Act, the Regulations of the Department of National Revenue, Tariff Board decisions 
and the expert knowledge of customs brokers and officials. The ad valorem equivalents shown 
refer to 1954. When one of the rates shown under an item is much more important than the others 


it has been underlined. 
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Table 31 (continued) 


Tariff Ad valorem Ad valorem 
Item BP equivalent MFN _~ equivalent 
192 Prepared roofings, etc..........-- 15% 2214 7%, 
197 Paper Of allykimdsiye iste veretertettrel- 15% 224% 
199 All manufactures of paper........ 17.4% 25% 
199b Paperboard containers.........-- 4/5¢ 1-3% 20%, 
208t Chemicals and drugs not produced . 
In. Canadaenc octet otters Free 15%, 
220a(ii) Chemical compounds and 
preparations. ,ih: 5) eee eens 25% 25% 
228(i)s  LoiletisOapisiert- ci cteemeeiee elie 15% 2214%, 
(iis BSoap powders. ee eee eis 15% 20% 
234 COSIMELICS ooo cs estate ersieste o ctsie als 15% 2214% 
248 Paints pely Baloerrs «teria so terete 75¢ 85¢ 20% 
249 Varnishes, lacquers, etc... .per gal. 15¢ sof 20%, 
and 5% 15% o 
267d Crude petroleum for refiners...... Free Free 
26911) -Gasoliness*iperigal. ov 2.4 cea: Ad 1¢ 6% 
287 All china tableware.............. Free 2575 
318 Window vlassin mya ce's aerate Free PAN 
321 Window glass, plate glass n.o.p.2.. Free PAN 
351 Covered wire and cable.......... 20% 20% 
352 Manufactures of brass and copper. 20% 20% 
354 Manufactures of aluminum....... 15% 2214h% 
378d Hot-rolled bars of iron and steel... Free 124% 
380b Hot or cold-rolled plates......... Free ~ $6.00 6-7% 
38la Hot or cold-rolled sheets......... TAN 20% 
383b Sheets, plates etc. coated withtin... 15% 15% 
383c Sheets, plates etc. coated with zinc.. 714% 
384 Hot-rolled skelp............204. Free 5% 
385 Sheets, plates, strip etc. 
not less than 5¢ per Ib.b........ Free 121.4% 
388 Structural steel not less than 
35 lbs. per yd. (per ton).......... Free $3.00 DIS, 
388b Structural steel n.o.p. (per ton).... $4.00 $7.00 5.5%-6.5% 
388d Structural steel drilled or 
manufactured’... . seems oe 1714% 259, 
397a Pipes and tubes (not more than 
1014 inches in diameter).......... 15% 2T14A% 
397b Pipes and tubes (more than 
1014 inches in diameter)......... 10% 15% 
401 Iron or steel wire n.o.p..........- 15% 20% 
414 Typewriters ...2.. -eecce. ocr Free 20% 
414c Officeimachinery.. we eeme cee Free 10% 
415 Vacuummicleaners.s)ec series oeieiieee 5% 20% 
415a Electric refrigerators...........4. 1TVYA% 20% “ 
415b Washing machines.............- 15% 2214% 
415d Sewing machines.............-.- 5% 15% 
427 MachinervamO:pysc ie scilisikeetere 10% 224% 
427a Machinery not produced inCanada_ _‘— Free T”% 
428c Engines or boilers............. 15% 20% 
428e Diesel and semi-diesel engines... .. Free 20% 
429 GCutleryiofialllkindstan:aaer scorers Free-15% TA%-25% 


a n.0.p. is the abbreviation for “not otherwise provided for’’. 


b In recent months following the increase in steel prices this has become the ruling rate for sheet, 
244 plate, hoop, band or strip of iron and steel. 


Tariff 
Item 
430 Nuts and bolts per cwt........... 25¢ 
ANd kee TAN 
430e INAMS iO Deas aes oh eee se eed 15% 
433 Bathtubs, etc. of iron and steel.... 3% 
PAZ LIGCOMOUVES G0 Os Race nc oes vae 15% 
438 Railway iiarsng o5 5445 6b es ce8 os I 
438a Automobiles, trucks, and buses.... Free 
438b List of automobile parts 
(a) Not made in Canada....... Free 
(b) Made in Canada........... Free 
438c List of automobile parts and com- 
ponents. If not made in Canada and 
CONeNPachievedprers vine ee aa Free 
438d List of parts for trucks etc. If not 
made in Canada and content 
PONICVORR Sree nae hss 3 EA Free 
438e Parts. O:peeine ree een eee ee Free 
443 Cooking and heating apparatus... 15% 
445 Electric light fixtures and appliances 
HA: O MD seapraerederete te ote c erie eee aes lee 20% 
445c Electric telephone apparatus...... 10% 
445d Electric wireless or radio apparatus Free 
445f,g,k Electric dynamos, motors, 
APPA AatusvetCy. «nape tape bergen 15% 
446a Manufactures of iron and steel 
VSO) Praca e eveucnenegeta sce oa) atocever ieopsych sy cack 10% 
506 Manufactures of wood n.o.p...... 174% 
519 UIMitine sg. kee ee eee 15% 
Syte COMO Valhiee at. 1s 40h Sacer tecmerets 15g; 
andipetlbs. 2. ee 
523 @otton labricsm ens seks bee 15% 
andspemlOea aerate 
523a Bleached cotton fabrics.......... 174% 
andepen iD ene. shee 
523b Printed cotton fabrics 
(Overis0¢ per b:) pre eee 17% 
ANGEDCHM OT. wrreetrcte 
532 Cottonrclothing wt. c.meriee. es sc 25% 
Ex. tablecloths, sheets, etc........ 221.4% 
554b Wooltfabricses a: 20.08 bts aie. rey 
and periulbin. te so 12¢ 
The ruling rate on wool fabric from 
the U.K. is the BP Specific 
maximum of 50¢ per Ib. 
555 Wooliclothing aya... «ss sere « 25% 
558b,d,b. Synthetic yarns of various types.... 
561 Synthetic TaDrics ys wlan cess 221% 
and petal scr eae 
567a Synthetic textile clothing......... 20% 
568 Knitted goods n.o.p.............. 20% 
SH? IW OO CAnDEtS setae e nistctets et eteteis eis 25% 
and per sq.ft........ 
$73 Linoleum, oil cloth, etc........... 15% 
6lla (1) and (2) Boots and shoes....... 20% 
617 Rubber boots and shoes......... Free 
618 Manufactures of rubber.......... 15% 
618b (@) Minestand:tubesicc.... 3st tes 20% 


STATISTICAL APPENDIX 


Ad valorem 


BPJ] equivalent 


Table 31 (Continued) 


MFN 
50 


Ad valorem 
equivalent 


ingen S17.79) 


—20% 
—19.5% 


—20% 


} —20%, 
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Table 31 (concluded) 


Tarriff Ad valorem Ad valorem 
Item BP equivalent MFN _ equivalent 
619a Rubber clothings. tease cee 221% 211% 
624a IDolls/andatoysmine eee eit 5-10% 25-30% 
647 Jewellery soso tee cl <vocrer 20% 30% 
653 Brushesines. ec wee oe coe aire 15% 25% 
703b Tourist exemption, $100.00, 
once every four months.......... Free Free 
711 All goods not enumerated........ 15% 20% 
848 Allapparatus for oil development.. Free Free 
901 Synthetic resins... sree ert Free-7}4% Free-7}4% 
908 Manufactures of synthetic resins... 15% 20% 
Prohibited goods 
1204 Oleomargarine 
1215 Used or second-hand automobiles 


Table 32 


IMPORTS OF SECONDARY MANUFACTURING PRODUCTS 
BY INDUSIRY, -19297) 1937, 1793 


(millions of current dollars) 


Percent Percent Percent 
Industry 1929 oftotal 1937  oftotal 1953 of total 

($ million) % ($million) % ($million) % 
Alcoholicibeveragesserr tiie 47 6 8 2 20 1 

Mobacco productSpes se eer er 1 neg. 1 neg. 2 neg. 
RubberproductSeeacmeterr eer 1 3 neg. 24 1 
eather productSesyetiractrreieet 12 2 6 1 19 1 
Cotton textiles and clothing........ 34 4 20 5 90 3 
Wool = Pe  Sanoor 40 5 19 5) 73 2, 
Silk < pS aceon 34 4 if 2 53 2 
Other = ee Ae ee 26 3 19 3) 53 w 
Secondary paper products......... 15 2 8 2 38 1 
Books and printed matter......... 18 2 14 3 68 2 
Primary ironandisteel seater et 73 10 49 12 143 5 
Agricultural implements........... 372 4 17 4 209 7 
Machinery other than agricultural... 70 9 46 11 402 14 
Engines, locomotives and boilers.... 18 2 11 3 Lily 4 
Other iron and steel products...... 60 8 33 8 309 11 
Motor vehicles and parts.......... 85 11 49 12 324 11 
IAitcrattrandiparis eminent trae 2 neg 1 neg. 112 4 
Electrical apparatus and supplies.... 39 5 17 4 254 ah? 
Glass Seis eens epee cone ease 11 1 9 2 37 1 
Petroleummproductsa--eeer ets = 28 4 12 3 144 5 
Goal productsitaeaeeee ee seo 1 1 4 1 17 neg. 

Medicinal and pharmaceutical 

Preparations ceeaee cee ee ote 4 1 4 1 22 1 
Paints, pigments and varnishes...... 6 1 5 1 21 1 
Other secondary chemicals......... 17 a 12 3 65 2 
Scientific and educational equipment 5 1 4 1 26 1 
Otherowenre cette toon eck ae 66-86 11 32-47 9 232-332 10 
Total secondary~ryeei see ee 745-765 100 410-425 100 2875-2975 100 


Note: Percentages are based on the mid-point of the range shown for the total and will not necessarily 
add to 100 because of rounding. 
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Table 33 


IMPORTS OF PRODUCTS OF SELECTED SECONDARY 
MANUFACTURING INDUSTRIES BY SOURCE 


(millions of current dollars) 


1929 1937 1953 
U.K. U.S. Other U.K. U.S: Other U.K. U.S. Other 
$ $ $ $ $ $ $ $ $ 

Alcoholic beverages......... 38.6 — GeO) SS An W620. Sab ont 
Rubber products})y2%,. 5... sy OA 3 esa | “3 eG lel teS 
Cotton clothing and textiles.. 12.6 17.7. 3.6 125 45 2.8 16.0 648 9.6 
Wool clothing and textiles... 31.1 DAYS Wee) ASO) 4 ce) Ee) 8 KOS} 
Rapeig products cceienwe eee HAS VGLG eS EA E56 LOR 135 537.0 & 
Books and printed matter.... 2.6 14.8 all 8) NGS SORE OMEOSHL US) 
Agricultural implements... .. pO Sle 3 OnE LOLS 4 5.4 202.8 a) 
Non-agricultural machinery.. 4.4 63.3 LS) SJese eels 1.3 46.8 339.1 16.0 
Engines, locomotives and 

Boilers ae et see 1.4 16.3 il 12 9.6 3 195 VEG 6 
Primary iron and steel....... D994 17-45 2959 £3 P1922 O01, 
Other iron and steel products. 6.5 50.4 3.1 FD) 25:4 ee 13 5h O12 el 4 
Motor vehicles and parts... . es. a) 1 14 480 — 35.0 286.4 2.2 
Aurcrat@andspartS., sesce- ie 126 dled. 1.0 4 7.6 104.0 g 
Electrical apparatus and 

SUPDILES Ae seers ee BP BESS PA IASI BESS TAO) BS) 
Petroleum products......... bl. 5 = le LOORaet3 1 124.2 19.6 
Glass*products)....i.00..... 1g3 Sy aee ol tei 4a ad Bye Xt SEES 
Drugs and pharmaceutical 

DEOQUCISI Wat cones Sete 1.0 2.0 wh 8 2.0 all 1.8 19.1 1.5 
Paints, pigments and varnishes 1.0 4.4 8 AS 28g) 4a 42 1639 ll 
Scientific and educational 

COM IPMIN soncaeoups soc 3h 9 ET Wl Ons 0) all 1S emo: 
Source: Canada’s Imports. 

Table 34 
IMPORT SHARE OF THE DOMESTIC MARKET FOR 
SELECTED SECONDARY MANUFACTURING PRODUCTS 
Product Unit 1929 1937 1953 
% % % 

IBAK RYE PLOGUCES meter neve ieead soe ct esas toe wiaseny coe Value 8 all 1.1 
BRC WG TICS eerie oan ee tee tenets Mem aelagen Lotevale cles ae a8 39 a5) pi 
BIS tim TOTS weeny pense teas eyes sae ak. 71.3 64.2 21.8 
NADER, ir te SNS an Mts OORED 0.0 Case Ot aCe dt mee a 38.6 Dil 2 26.0 
MODACCOLPLOCUCESrmrwniere ster. toictsy ae Gers sycrere arteries ots “ IES & 1.1 
eather products: wrrereriacc tarsi ee eer ne 12.8 Wed 8.0 

OOtWOATE ec rtisrt ay Cees ae ore ie ei cise Sie re sre owas ane r= 5.8 2.4 SoZ 
Rubberiproducts sare a: Gre ak hee corte s* 32 4.7 7.9 

RO OL WE ATE sacs Bele ere ah a tcx a egact ss Say ty cwis Sessa ues a i § 3.9) 

MiressanGatubes ape tgeccte aa cc sae sons ee eo nncket ve 1.4 1.5) 4.2 

OWING rs coors One o.oo la Oe i oan ere coer: ‘a 1322 14.2 14.5 
TOeolkos aiovel louie. « bcd oama code ones coOe Ibs. 34.6 18.8 27.6 

COtmontproductS#mere ere eck scree sees Oe Ibs. 26.5 18.0 31.9 

W OOLjPEOCUCES meet eee tate auc e553 so tkeexe ss lbs. So 24.1 33.5 

Synthetics products saree ses Slee eters aes Ibs. 46.8 11.4 14.6 

Carpetstandengsmmeweetete. cet tee Se rec 000 Sq. ft. 37.1 11.7a 56.0 

Blankets (wool and part wool).............. 000 n.a. 13.56 1251 
Furnituréecceeesce oo ee ae Sa Se eee ites value 7.0 2.9 2.0 
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Product 


Secondary paper products... ....-++++eeeeeeees 
Books, writing and groundwood papers....... 


Wrapping paper..... 


Agricultural implements 


Industrial machinery.... 


Pee ee ee ee 


eee eer oeer ee eeer eee eweoe 


eee eer rere rere eeeeesee 


Construction machinery. .......+2--+sssaee- 
Mining and oil-well machinery.........-.--- 
Printing and publishing machinery.......... 3 
Metal working machinery........----+-++-- 


Compressors......-. 


ewer reer eee seer ee serene 


Pulp and paper machinery........-..++e+++- 


Primary iron and steel. . 


Billetstaecyecset ce 
Structuralsser).-taee 
Plates and skelp..... 
Rails sto. ss tierenerers 
Track material...... 
Bars and rods....... 
Hot rolled sheet strip 
Cold rolled sheet strip 
Other sheet strip... . 
Motor vehicles and parts 
Automobiles........ 


Partsyaierclodencke corekenene 
Railway rolling stock... 
Bicycles and parts...... 


oer eo reer nee ee eeeerorese 


eeoereceeoeree eee eer se ee eore 


eee oereeeee eee eee eerese 


eee ere e reer ere eeseeeeee 


eee e reer ees e reso ee seee 


ec eee errr erersesreeeece 


eos ecsr ee sereeesereesees 


Pe ee ee 


ee eee rer reese error sess 


eee eee eer er oereoeererereee 


eee e errr ee eerecesseeeseee 


eeescceeveceresewees es ee 


eee eee sere ees e sees eo eere 


eo eece eee ee ees eee eee eee 


Electrical apparatus and supplies..............- 
Large electrical appliances.........-......-- 


Stovestre- cece 
Refrigerators.... 
Washing machines 


eee eee eee eee sores eso ese 


Pe ee eC 


eee e emer ere eres eer seers 


Heavy electrical apparatus................-- 


Industrial controls 


Motors and parts 


oor eee eee eee sees seres 


Transformers and parts...........--..+- 
Small electrical appliances............-...-- 
Miscellaneous electrical apparatus........... 


Wire and cable...... 
Lighting fixtures..... 
Batteries cnn. nace te 


RadiOs' Asiatic. sevarie 
Glass products......... 
Petroleum products..... 


eer coe eee eee ee seer sees 


ee eee rere eee eee eee eeee 


eee rere ere eer ese ee eee 


ee 


eo eer eee eee soe ee ee eeee 


cere roe eer ees ee ese seen 


Medicinal and pharmaceutical preparations...... 
Paints, varnishes and lacquers............-.-+-- 


a 1935-39 average. 
b 1939 
c 1928 
d 1952 


Table 34 (concluded) 
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Source: Canada’s Imports, various industry studies published by the Commission, Trade of Canada, 
and Census of Industry. 
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CANADA AND THE UNITED STATES, 


Average hourly earnings 


Table 35 


NUFACTURING, 
1939-55 


Average hours per week 


U.S. Canada Differential 
Year 

% 
Cents perhour Cents C/A 

A B Cc D 
O30 Ay teen 64.6 42.2 22.4 34.7 
L940 Bikes oes 67.3 44.4 22.9 34.0 
1OAIE aes 77.0 48.9 28.1 36.5 
OD esa 89.3 S)5),7/ 33.6 37.6 
Lasse tans cae 98.8 60.6 38.2 38.7 
1944" 8 cess 103.1 64.7 38.4 37.2 
LOA Sera oe hake 98.5 66.4 3201 320 
19465 tan act 113.0 74.1 38.9 34.4 
ED eae erin ee 125.8 85.1 40.7 32.4 
ee oe 136.6 94.6 42.0 30.7 
OY a ee ae 139.2 98.4 40.8 29.3 
TOSOR Sia are te 150.1 105.6 44.5 29.6 
TOS eee heads 161.5 oh 39.3 34.3 
OSD cee 170.5 129.5 41.0 24.0 
NO Bes ot Soe cee 178.0 135.9 42.1 2301 
EO BY-ES i Shere an 181.0 139.8 41.2 22.8 
AOS Sian ects hts 191.0 144.8 46.2 24.2 


Canada 


Year’s Last Week 


Average nearest to Average in Oct. or 


US. 
Year’s Pay-day 
Oct. 15 

A B 
Suan 39.1 
38.1 39.3 
40.6 41.1 
42.9 43.6 
44.9 45.4 
45.2 45.6 
43.4 41.6 
40.4 40.5 
40.4 40.6 
40.1 40.0 
39.2 39.7 
40.5 41.3 
40.7 40.5 
40.7 41.4 
40.5 40.3 
39.7 39.9 
40.7 41.1 


For explanatory comments see notes which follow Table 38. 
Source: Compiled by the Department of Labour, Ottawa. 


C 


40.6 
41.0 


November 


D 


47.2 
50.1 
50.5 
50.2 
48.8 
47.5 
46.3 
43.7 
43.7 
43.6 
43.3 
43.5 
42.0 
42.6 
41.7 
41.3 


41.5 


Table 36 


AVERAGE HOURLY EARNINGS IN SELECTED SECONDARY 
MANUFACTURING INDUSTRIES, PRIMARY IRON AND STEEL 


Year 


a As at beginning of each month. 
b Blast furnaces, steel works and rolling mills. 
c Primary iron and steel. ; 
d Figure for male employees only during one week in the month of highest employment in 1939, 
Source: The Canadian Primary Iron and Steel Industry, p. 77. 


Average hourly earnings 


U.S.b Canadac Differential 

% 
cents per hour cents C/A 

A B Cc D 
0.84 0.564 .28 33.3 
1.28 0.83 45 39,2 
1.44 0.96 .48 33.3 
1.58 1.08 .50 31.6 
1.65 1.18 47 28.5 
1.69 27, 42 24.9 
1.89 1.41 .48 25.4 
1.99 1.58 41 20.6 
2.16 1.70 .46 21.3 
2.20 ila .49 22.3 
2.45 1.86 59 24.1 
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Notes to Tables 35-38 


The figures shown in Tables 35-38 have necessarily been assembled from 
a variety of sources, because all the information desired was not available 
in wholly consecutive series. The results are therefore not strictly comparable 
with one another, but may be of value as showing approximate trends. Both 
United States and Canadian earnings figures are expressed in terms of do- 
mestic currency. 


Earnings 
Column A 


1939-55. United States Bureau of Labour Statistics: Hours and Gross 
Earnings of Production Workers or Non-Supervisory Employees. These 
figures are based on monthly surveys. Those shown here relate to the pay 
period nearest to October 15 in each year. 


N.B. Although apparently these figures are nearly homogeneous, there 
are slight differences over the years in the basis on which they were prepared. 
The series from 1939 to 1942 was entitled Employment, Pay-Rolls, Hours 
and Earnings in Manufacturing and Non-Manufacturing. From 1943 to 
1948, it was named Hours and Earnings in Manufacturing and Non-Manu- 
facturing Industries. The present series began in 1949. 


Column B 


1939-45, Dominion Bureau of Statistics: General Review of the Manu- 
facturing Industries of Canada. Data are drawn from annual surveys covering 
all establishments in Canada (non-executives). The figures relate to one week 
in the month of highest employment in each year. This month is reported 
to have fallen in most cases around the end of the third quarter, or the be- 
ginning of the fourth. 


N.B. Owing to the period each year to which these figures relate (i.e. 
month of highest employment), there can be only a rough comparison with 
the United States data available, which as shown under Column A above, 
apply to the same month in every year. For this reason, other D.B.S. series 
which are more truly comparable have been used from their first date of 
issue as shown below. 


1946-54. Dominion Bureau of Statistics: Earnings and Hours of Work 
in Manufacturing. These figures, which are based on an annual survey cov- 
ering establishments with 15 or more employees (non-executives), apply to 
the last week in October in certain years or the last week in November. The 
proportion covered of all employees in manufacturing is stated by the D.B.S. 
to be fairly high, e.g., in the first year (1946), the employees of co-operating 
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establishments amounted to over 86% of the total of workers reported in the 
General Review of Manufacturing Industries. 


N.B. The reason for using this series is that the Earnings and Hours of 
Work in Manufacturing data appear to be the most closely comparable with 
the United States material available. 


1955. Dominion Bureau of Statistics: Man-Hours and Hourly Earnings. 
This series is based on monthly questionnaires to firms with 15 employees or 
over, and covers hourly-rated wage-earners. The figure in this column relates 
to the second half of October. 


Hours of Work 
Columns A and B 


Bureau of Labour Statistics: Hours and Gross Earnings of Production 
Workers or Non-Supervisory Employees. These two columns show the 
averages respectively for each year, and for the pay-period nearest to Octo- 
ber 15 in each year. 


Column C 


Dominion Bureau of Statistics: Man-Hours and Hourly Earnings. Aver- 
age for each year. Available from 1945 only. 


Column D 


1939-45. Dominion Bureau of Statistics: General Review of the Manu- 
facturing Industries. These figures apply to the month of highest employment, 
as above. 


1946-54. Dominion Bureau of Statistics: Earnings and Hours of Work 
in Manufacturing last week in October or November each year. 


1955. Dominion Bureau of Statistics: Man-Hours and Hourly Earnings 
second half of October. 


Coverage of Industrial Groupings 


In some cases, industrial groupings could be found in the United States 
statistics which appear to correspond very closely with the Canadian group- 
ings selected. In some of the tables, however, the United States figures avail- 
able cover a slightly different industrial composition. In both countries, some 
of the groupings vary at various times even within each series. 


Accordingly, a selection had to be made of the groupings which seemed 
to give the best basis for comparability. The title of each table is the one 
preponderant in the Canadian statistics. 
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The following particular points are worth noting: 


Textiles: Canadian hourly figures refer in the main to primary textiles. 
In Column B, however, the only data available before 1946 and for the year 
1947 cover all textiles. All the United States material—basically covering 
primary textiles—includes certain classes (e.g. knitted goods, hats, caps, etc.) 
which do not apply to the Canadian figures (except as above). 


Chemical Products: Canadian hourly figures in column B for 1940 and 
1941 relate to “Chemicals” only. The remainder of column B refers to 
“Chemical products”. Most of the United States figures apply to “Chemicals 
and allied products”, but some are restricted to “Chemicals”. 


Primary iron and steel: For satisfactory comparability with the Canadian 
figures, it was felt best to use “Blast furnaces, steel works and rolling mills”. 


Agricultural implements: The Canadian grouping includes “Tractors”. 
In the United States figures, “Tractors” are included in 1939, 1941 and 
1949-55. In other years, the United States data specifically exclude 
“Tractors”. 


Electrical apparatus and supplies: The United States material covers only 
“Electrical machinery”, except in 1940 and 1941, when it includes “Elec- 
trical machinery, apparatus and supplies”. 
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ROYAL COMMISSION ON CANADA’S ECONOMIC PROSPECTS 


Table 41 


CLASSIFICATION OF SELECTED AREAS OF CANADIAN 
ECONOMY BY EXTENT OF NON-RESIDENT AND UNITED 
STATES OWNERSHIP AND CONTROL, END OF 1954 


Percentage of Capital Employed 


Controlled by Owned by 
Allnon- United States All non- United States 
residents residents residents residents 

Automobiles and parts............ 95 95 78 78 
Rubber ic/ 2 iaeiceis ne sre es renter snets eee 93 84 78 70 
Electrical apparatus crs ieenieer 78 n.a. 70 62 
Chemicals -22.5 sis ss cere secre eapetions re) one 75 Sil 64 44 
Petroleum industry... eee eee 70 68 61 59 
Other minin gO spe eee te Sy) 54 60 56 
Pulprandspapenerecnararcect rr ria 56 45 51 42 
Smelting and refining of non-ferrous 

MAtLVETONES emer aeere ieee eel: 55 55 59 44 
All other manufacturing........... 51 43 46 37 
Insurance, life and other. -.-:.....- 43 32 62 n.a. 
Transportation equipment n.o.p..... 36 24) | 34 19 
Agricultural machinery............ 33 N.a. 35 34 
BEVEPA SES 5cicce.a nous eeioleear roe enscnons 20 14 29 25 
Textiles:a. sre sca e tere area 18 10 21 i172 
Othermtilitiest ae sce cre er 11 10 16 14 
Primary ikon ang isteelerrer ert iae 6 6 16 14 
Railways s 2 cea cncuern oeteere eet ae 2 2 35 16 
Chartered and savings banks....... 2 a 26 6 


Note: Abstracted from Canada-United States Economic Relations. We have not attempted to split 
primary and secondary manufacturing in this and the succeeding table even where it is possible 
to do so. 


STATISTICAL APPENDIX 


Table 42 
SELLING VALUE OF FACTORY SHIPMENTS BY SELECTED 
UNITED STATES CONTROLLED MANUFACTURING 
ESTABLISHMENTS AS PERCENTAGES OF TOTAL, 1953¢ 


% 
Bs OGY PICA SUC DISS Size or ec aniesgiee Beck eC ae er 98 
INGO DCI) DLOCUCUS memame te. 08 the Rene y wants eae oe Hoe. cacne hs ns: 78 
Non-ferrous metal smelting and refining 200.000.000.000 coccoococccococcecceececceeee. 70 
BER OLN PT OC U5) aa. cca APMC eaceoe kn does eo nhs Sosgusicdoob oss crgeccadecd, 68 
IA GRIREIE SCANTTS PSE ei RS. 2a oa tes cc CR gee 67 
Machinery, household, office atid store ..........0-.ccssesscoeseseséccoveetsassossees 60 
ION TEEFOUS -Metale Products 10.0 ui. f ice clicsescess cs mnvienbehecnuc noe 50 
PF PCCUNC ai APP aka ly Sean 35 IP PIES Meech oss tears acswes bows anv aseosv les casee 50 
meoiN Gav atiicneswan dar ac Quelce we nr Cen cet ee eck 45 
Soaps, washing compounds and cleaning preparations ........................ 45 
Medicinal and pharmaceutical preparations .2...000.00.00.ccccccccecceceeceeeeceees 41 
DUCECAMe aN DLOUUGGmer arcs ce Gite ee th ne Gh a Gita Bae 39 
Log Uo eelcaye i a8 9 3% A i ce» Ne se ee a ee 39 
Chhemiicalse and alle trOdUcts 5060 eco éncek eck civ es dosoeckes acs 36 
Machinery sindustrial andwimiachine: tools. accscsss-sycceives cktcctencscs seccececesss 32) 
Gramm products were eens cc pees eee ere) hi oe eu 29 
Picatine sand COOKMP*ADDALALUS 5.51.8 cn ede Aces ho ctobee eee ome scenes 29 
PO POrs PROUEC ESPON ae ose carr cameo tea tresssisi ohh BY) 
Brassyam dacOpperaphoductsemes anton seh arc chica) censors tannie Pad 
HOME CEPLE DAL Atlons meen err meee coh th ation Sans. (unser bar neo ee Dy 
Canminogan dS DLOCeSSIN Gem me tent aieay, rien nna anh eeaaeremc 24 
Ear dware too smands Clicleliymn ees tne we eae ree re ee ek cee. ck De 
INiisceManiCous Man ULACUUECS: nec. te «ec hk oe oe ReaD. coven eRe eandens 20 
PRPVICHMM Dare iD eNens Boma Ah car hs nee ert ake 20 
Aircraft and parts, railway rolling stock 
and [ransportation equipment MeO-p aie e 19 
Non-metallic mineral products of petroleum and coke, n.o.p. ............ 18 
aa VAIN OUUICES AY. von trys orate sesh cee tremens te bs weigh wae ta ames ss 16 
(CESS THONG Fateanee ideas oancbarte nee ta tuse oes ro WN OR Ree eat ee Ree OU UN ee 15 
Food industries, tobacco and tobacco products 
ANGeleAthe ta proclucts gil-O: Prarie yim neem ys errr cheese tere te crise 14 
SUIS BIRO IMCL (CSOT OIE CUO) 65. cansssnaceaatnocde nae arn ieubauenbee wenvonaden svemes 14 
lronmandesteclsproquctsenO: Panne ees. c.ccnaci, Seeeee en eres 14 
IBY CSSD > aca bs beatin anden sacnoG aber ae vue cra escort ceR Ree eee nee a ee ES 12) 
Bakenyapnoductsmandaconlcchonchyarrney seers ty ct een 10 
PPM anya ilOnealldestec lemme tert ety et PR ORAM e ccarias. tocar en ataanee 7 
DN COD OCLs Ne rae ree ee yates yn ge sted sets nalio wn te ran a ooo craen egnusan 6 
Glothinga(textilestan Giehts) seven eee tere ea yee aielede sco meuioaaseeen ie 2 
Riinting publishing wandmathiedsindustricsen, ers eee ee reer: 1 


a This table covers all manufacturing establishments of United States-controlled enterprises with an 
aggregate investment of one million dollars or more in 1953. 


Norte: Abstracted from Canada-United States Economic Relations. 
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ROYAL COMMISSION ON CANADA’S ECONOMIC PROSPECTS 


Table 45 


PERCENTAGE RETURN ON NET ASSETS, 
SELECTED GROUPS OF CANADIAN AND AMERICAN 
SECONDARY MANUFACTURING INDUSTRIES, 1953 


Canada United States 


Food, products <ciccteisctorels age rane #9. sm Sew no Wie Sie ote els 9.9 9.4 
Beverages cn. a netecis ocinorelecte oc olelersrererele ene wte ore tenotetedoetener 14.1 8.7 
Textiles ect tet ee 0 oie oie ete cher ere erene tote one chsreasterertene B55 5.8 
Tron and steel products. ...........sceececesereceeoeese 12.1 11.6 
Electricaliapparatus.... 0 <7.'.s cic s.cleters 6 oc) oreie ein « = ties olalorelele 15.7 Sel 
Chemicals trina ci steers cele etetone name eletesstarmetelr stele okorols PY 13.3 
Machinery (except electrical). 3... onsite olin =~ 11.8 13.6 

Allimanufacturing py. etereiniete ele ereteiiet Pre terette lls 9.9 125 


Source: See Table 43. Figures are based on published book value of net assets shown in the source 
material. 
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ROYAL COMMISSION ON CANADA’S ECONOMIC PROSPECTS 


Table 47 


CANADIAN UNADJUSTED VALUE-ADDED PER MAN-HOUR, 


SELECTED SECONDARY INDUSTRIES, 1953 


Production Hours Labour Value-added 


workers 
(000’s) 
Bevetagesecs-scrererier= oir 16.6 
Bakery products........ 34.7 
Tobacco products...... 8.2 
Rubber products....... 17.0 
Leather products....... 28.8 
Textile products........ 61.7 
Clothing shniwnec eco oe 104.4 
RULMICUTeR tte stm celeron 24.7 
Printing, publishing, etc.. 40.7 
Agricultural implements . 11.0 
Industrial machinery. ... 21.8 
Primary iron and steel... 30.5 
Motor vehicles and parts. 46.3 
Railway rolling stock.... 32.9 
Shipbuilding wr..-05 1. = 20.1 
Aircraft and parts....... fei 
Electrical apparatus and 
SUpplies cet. ico ors 54.8 
Petroleum and coal 
PRUE comm coos 11.5 
Secondary chemicals.... 23.3 
Residue ws «ass corse ste 207.9 
Total secondary 
manufacturing... 824.0 


per 


week 


41.6 
44.0 
39.9 
41.0 
40.0 
41.3 
38.1 
43.1 
39.8 
38.8 
42.7 
40.6 
40.4 
39.8 
42.7 
43.8 


41.2 
41.6 


41.8 
42.0 


41.1 


input 


(millions 
of 
man-hours) 

36.01 
79.61 
17.06 
36.34 
60.07 

132.86 

207.39 
55.51 
84.46 
2205 
48.54 
64.56 
97.53 
68.27 
44.75 
61.89 


i ee? 
24.94 


50.78 
455.25 


1,763.19 


(millions of 
current 


2992 
179.9 

75.0 
iW Peg 
103.9 
2902 
414.5 
1245 
364.4 

9n 
185.6 
217.0 
414.9 
133.7 
11535 
260.5 


457.5 
211.6 


315.1 
1,534.5 


93975.3 


Value-added 
per 
man-hour 


UnnAon 


VReeWweSvrgdEhe 
= COMADAN A— 0 


WAS WW ANNAWWWANNN-ARN 
\o 


WNP CO NN 
“oo 


3.38 


Note: Labour input is derived by multiplying the number of production workers by the number of 
hours worked per week for 52.14 weeks per year. 


SOURCE: AS Manufacturing Industries of Canada and Review of Man-Hours and Hourly Earnings, 


STATISTICAL APPENDIX 


Table 48 


UNITED STATES VALUE-ADDED PER MAN-HOUR FOR 
SELECTED SECONDARY MANUFACTURING INDUSTRIES, 1953 


IBEVerdgeSeiectan ia pe iraee 
Bakery products.......... 
Tobacco products........ 
Rubber products......... 
Leather products: ..... .. 
Textile products... ...... 


Printing, publishing, etc.... 


Agricultural implements 


(CXmthactors) earn etc 
Industrial machinery...... 
Primary iron and steel..... 
Motor vehicles and parts... 
Railway rolling stock...... 
Shipbuildimgzen see s..0e5.: 
Aircraft and parts........ 


Electrical apparatus and 


SUPPICSiweens ta cei 2 


Petroleum and coal 


products. . 64.0659. 
Secondary chemicals...... 
IRGSid lice trars Arias tease ey 


Total secondary 


manufacturing... . 


Production 
workers 


(000’s) 


126.8 
182.6 
87.2 
218.9 
338.4 
882.2 
163 37-5 
309.9 
474.0 


62.7 
931.0 
530.3 
683.8 

60.2 
120.7 
600.8 


967.4 
175.8 


342.7 
3,468.3 


11,963.9 


Labour input 


(millions of 

man-hours) 
258.8 
375.9 
165.7 
432.4 
629.5 
eo sea 
2,425.8 
629.5 
924.4 


123.8 
1,990.3 
1,071.6 
1,385.9 

119.1 

241.6 
1,277.0 


1,936.8 
350.6 


702.1 
7.063.4 


23,988.2 


Source: United States Census of Manufactures, 1953. 


Value-added 


(millions of 
current §$) 


Pap N so) 
9297. 

987.1 
2,021.4 
Ved 
5,006.7 
6,527.9 
2,046.8 
5,916.4 


581.8 
9,788.0 
5,548.1 
6,938.1 

552.0 

802.8 
5,764.3 


8,957.4 
2,795.4 


6,553.8 
30,345.4 


107,829.0 


Value-added 
per man-hour 


(8) 


9.19 
ails) 
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Table 49 


COMPARATIVE PRICES OF SELECTED SECONDARY 
MANUFACTURED PRODUCTS, CANADA AND UNITED STATES 


Part A 


Bread, white... ..s <i. 20s + + !/emmeerae sieietelstnl=! +(e eredeae-tajoiel> aes = eats 
Soda CLACKErS 5... + 0s oe 0p 2 + oMepe pipeeneleteivle = stele oleate’ ain eens) > 21 
Whiskey. occ: sc si ss eee 6 + s+ > Gimtiimieons eMaratetongys ool ageuelsre lore he oa 
Tobacco products. ......20+s+deenee as Been tesserecresccsesterse 
Rubber and leather footwear. ......... eee e eee eee eect cece ee eees 
Men’s and Boys’ Wear... 1. ccc cece reece eect t ete n cence ee reeee 
BOYS? WeAL ooo ec. scene oa + 21m ems etennnetaintews ore) oliuttieiepeiers 2usiP te os ra 
WOMEN’S: WEAL ics cs lece oslers © 8 steteeteloneteteree tenes. sie teks onMot er Rel -tonelcns ateteone 
Girls? wear 2 oiis)c ace ala ons « 34 Dosen elo 6115 slolianetn tel here ara neeeeetae 
Infants: WEALD es cl cic ine ois, ovens telelerteeteneteteiea t's clean temelreker-clerenatstoire 
Yardgoods and knitting yarn. . 11... eee eee eee eee eee teen eens 
Home furnishings... . 0s. . (eects he rte ene = =: =e oreieree we lela eee 
lSaniilits so OG oa Cobo BOOED 000.0 DOC OS O.OD GEOG OUIId GOOOMDIDT O'0. C010 
Other household furnishings serait erie eer iielet oie terier 


Tewellerycns outs o0 sos ho 0 © o onceenmelare enemas st etrie ce Sita tie even oer exeamaen ce 
FN o nn lten a an Gare on aed 6.0. cc 00006 do Guu CON OUOMUOD Come bow 
Electric appliances.........-fereccarecemecssseersmersssr acme see 
Gasoline — regular — gal... Sve ee ete ee Gaie- eensiateas ye ace rere a 

— premium — gal... .. cece cece eee cece cece eee e ee ees 
Soaps and cleaners... 0... feceecrsec cer ersecennrercscccccceses 
Personal Caresis ccc cate she re ete toners erate ity center 


Source: Canadian Commercial Policy, Appendix A. 


Part B 


Watt-hour meters: . «<< « cos cere tie ee eetereetere ele ererier = ero Korteotetorae te 
Industrial control equipment. .........-. eee eee cece eee eee erence 
TeleviSiOn: StS. « a oo che «he Pe eres ieee eth seep orale oT heley eter 
Electronic components. « ...2< =. sees e sem oe yee reer cic arin 
Tlowecost-alltomobiless . 1 sateen neers tetol eked fool olor ertotene 
Automobile parts. « . ...i<2 dememincrieeeltiy east ointane tate ev 1g = exelent 
Agricultural implements. ......2.2.---eeeeee cece cee cere cece sees 
Primary iron‘and steel... . ..toumietetrdsramie ie so eisticn ne = pee pina 
Diesel lOCOMOLIVES: .< 5 oc cis eee eerie eetete oko ch tele rre Kes 
Railway fréight.cars....... Scr se + ine esl letee vrotiawie oi miniisioeiniae 
Rubber products. . <<. «cts cies amverete oie mi eles eee ers eels eyerstskeng ns 
a os ee PEAS nn OA orau dong oooN OSU Deg mo CcOdy Edd 


Canada/United States 
ex tax 


Canada/United States 
ex tax 


70 


127 

108 
110-15 
110-15 
110-15 
110-20 
100 approx. 
100-108 
112-15 
105-15 
115-20 
100-15 
115-20 


Source: Industry studies, briefs, and testimony. Data are based on estimated averages and can be 


considered only as rough approximations. 
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Appendix A 


DIVISION OF MANUFACTURING CLASSIFICATION 
BY SUB-GROUPS 


Primary Secondary 
Foods and beverages 


Canning and processing 
Dairy products 
Grain mill products 
Meat products 
Bakery products 
Beverages 
Other food industries 


MM mM OM 


mM PM 


Tobacco and tobacco products 


x Tobacco, cigars and cigarettes 
x Tobacco processing and packing 


Rubber products 


Leather products 


Footwear, leather 

Gloves and mittens, leather 
Leather tanning 

Other leather industries 


rm PM > OM 


Textile products (except clothing) 


Cotton goods 

Woollen goods 

Synthetic textiles and silk 
Other primary textiles 
Other textile industries 


mK mK OM OK 


Clothing (textile and fur) 


Men’s, women’s and children’s clothing 
Knitted goods 
Miscellaneous clothing 


mm PM 


Wood products 
x Saw and planing mills 
Furniture 
Other wood industries 


pea 


Paper products 
x Pulp and paper 
Boxes and bags, paper 
Roofing paper 
Miscellaneous paper goods 


rm Ps 


Printing, publishing and allied industries 
Commercial printing 7 
Engraving, stereotyping and allied industries 
Printing and publishing 


mn mK 


Iron and steel products 


Agricultural implements 

Boilers, tanks and platework 

Bridge building and structural steel 
Castings, iron 

Hardware, tools and cutlery 

Heating and cooking apparatus 
Machinery, household, office and store 


rr mM OO OM OS 


APPENDIX A 


Primary Secondary (Continued) 


Machinery, industrial 

Machine shops 

Machine tools 

Primary iron and steel 

Sheet metal products 

Wire and wire goods 

Miscellaneous iron and steel products 


rs 


Am mK mK OM 


Transportation equipment 


Aircraft and parts 

Bicycles and parts 

Boat building 

Carriages, wagons and sleighs 
Motor vehicles 

Motor vehicle parts 

Railway rolling stock 
Shipbuilding 


mm mM MM OX 


Non-ferrous metal products 


58 Non-ferrous metal smelting and refining 
Aluminum products 

Brass and copper products 

Jewellery and silverware 

White metal alloys 

Miscellaneous non-ferrous metal products 


a a! 


Electrical apparatus and supplies 


Batteries 

Radios and radio parts 

Refrigerators, vacuum cleaners and appliances 
Machinery, heavy electrical 

Miscellaneous electrical apparatus and supplies 


mK mM mM OM 


Non-metallic mineral products 


x Abrasives, artificial 

xs Cement, hydraulic 

Salt 

Stone products 

Asbestos products 

Clay products from domestic clay 
Clay products from imported clay 
Concrete products 

Glass and glass products 

Gypsum products 

Lime 

Sand-lime brick 

Miscellaneous non-metallic mineral products 


i 


Products of petroleum and coal 


Coke and gas products 
Petroleum products 
Miscellaneous products of petroleum coal 


rr PM 


Chemicals and allied products 


Acids, alkalis and salts 

Fertilizers 

Primary plastics ‘ 
Medicinal and pharmaceutical preparations 
Paints, varnishes and lacquers ; : 
Soaps, washing compounds and cleaning preparations 
Toilet preparations 
Vegetable oils 
Other chemical industries 


mM PM 


mS PS Pd Ot Pd Od 
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Appendix A (concluded) 


Primary Secondary (Concluded) 
Miscellaneous industries 


Brooms, brushes and mops 

Clocks, watches and watch cases 
Fountain pens and pencils 

Musical instruments 

Plastic products 

Scientific and professional equipment 
Sporting goods 

Toys and games 

Typewriter supplies 

Other miscellaneous industries 


Pd Pd OK OO OK OK 


If the above classification is applied to manufacturing industry statistics for the year 
1953, the following totals are obtained: 


Total employees Total earnings Value-added Gross Value of Production 
(thousands) ($ million) ($ million) ($ million) 
Primary 
285.2 851.0 2,017.0 5,495.0 
21.5% 21.5% 25.2% 30.9% 
Secondary 
1,042.3 3,106.0 5,976.0 12,290.0 
78.5% 78.5% 74.8% 69.1% 


272 


APPENDIX B 


Appendix B 
STUDIES PREPARED FOR THE ROYAL COMMISSION 


I Studies of Canadian Secondary Industries 


The Canadian Primary Iron and Steel Industry — 
by The Bank of Nova Scotia 


The Canadian Automotive Industry — 
by The Sun Life Assurance Company of Canada 


The Canadian Agricultural Machinery Industry — 
by J. D. Woods & Gordon Limited 


The Canadian Industrial Machinery Industry — 
by Urwick, Currie Limited 

The Canadian Electrical Manufacturing Industry — 
by Clarence L. Barber 


The Electronics Industry in Canada — 
by Canadian Business Service Limited 


The Canadian Primary Textiles Industry — 
by National Industrial Conference Board (Canadian Office) 


II Other Studies 


The Canadian Chemical Industry — 
by John Davis 


Output, Labour and Capital in the Canadian Economy — 
by Wm. C. Hood and Anthony Scott 


Probable Effects of Increasing Mechanization in Industry — 
by The Canadian Congress of Labour, now 
The Canadian Labour Congress 


Canada’s Imports — 
by David W. Slater 


Canadian Commercial Policy — 
by J. H. Young 

The Future of Canada’s Export Markets — 
by R. V. Anderson 


The Canadian Construction Industry — 
by The Royal Bank of Canada 


The Service Industries — 
by The Bank of Montreal 


Consumption Expenditures in Canada — 
by David W. Slater 
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Appendix B (Continued) 


Skilled and Professional Manpower in Canada, 1945-65 — 
by The Economics and Research Branch, Department 
of Labour of Canada 


Canada-United States Economic Relations — 
by Irving Brecher and S. S. Reisman 


Canadian Energy Prospects — 
by John Davis 


Progress and Prospects of Canadian Agriculture — 
by W. M. Drummond and W. Mackenzie 


The Commercial Fisheries of Canada — 
by The Fisheries Research Board and The Economic 
Service of The Department of Fisheries of Canada 


The Outlook for the Canadian Forest Industries — 
by John Davis, A. L. Best, P. E. Lachance, 
S. L. Pringle, J. M. Smith, D. A. Wilson 


Mining and Mineral Processing in Canada — 
by John Davis 


Labour Mobility — 
by The Trades and Labor Congress of Canada, now 
The Canadian Labour Congress 


Transportation in Canada — 
by J-C. Lessard 


Industrial Concentration — 
by The Canadian Bank of Commerce 


Housing and Social Capital — 
by Yves Dube, J. E. Howes and D. L. McQueen 


Financing of Economic Activity in Canada — 
by Wm. C. Hood with the collaboration of 
J. V. Poapst and L. M. Read 

Certain Aspects of Taxation Relating to Investment in 

Canada by Non-Residents — 
by J. Grant Glassco of Clarkson, Gordon & Co., 
Chartered Accountants 

Some Regional Aspects of Canada’s Economic Development — 
by R. D. Howland 

The Nova Scotia Coal Industry — 
by Urwick, Currie Limited 

Canadian Economic Growth and Development from 1939 to 1955 — 
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